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PREFACE 


It has been my endeavor thoroughly to revise the work, and 
to bring it as nearly down to date as seems wise. Superficially, 
the outstanding change has been the addition of three new 
chapters. One on Bentham provides a better basis for under¬ 
standing the utilitarianism of Classical Economics. One on 
Alfred Marshall serves to explain Neo-Classicism, its strength 
and its limitations. One on lustitutionalism analyzes the most 
recent movement in American economic thought — the re¬ 
bellion of American idealism and volitional psychology against 
Classicism. Minor changes too numerous to mention, however, 
are fully as important, and have, I hope, clarified and made 
more true my exposition at many points. 

As I turn from the work of revision, I am more keenly than 
ever aware that adverse criticism has been frequent, and that 
flaws have been found in all systems. This fact need make no 
one hopeless. One of the chief reasons, I believe, lies in the gen¬ 
eral lack of a consistent philosophical basis, and in the usually in¬ 
adequate concepts of ^‘individual” and “society.” But is it not 
to be expected that, in time, economists will turn to philosophy, 
psychology, and sociology for consciously adopted — and there¬ 
fore consistent — basic postulates? Is it not probable that a 
genetic study of economic value, as one among a family of 
human values (e.g., ethical, political), may eventually give us 
the basis for a truly scientific economics? 

At least, the prevalence of criticism in this work should ab¬ 
solve me from the charge of bias; I have endeavored to find the 
strength and the weakness in all theories and systems. 

Cost theories of value should go, along with “natural” value; 
so should Marshairs “normal” value. 

The scientific problem of “determination” of economic value 
must be solved in terms of causal forces; when, therefore, we 
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know the forces and can measure them, mathematics may be¬ 
come more useful. (Meanwhile, it has proved to be an ex¬ 
tremely dangerous tool.) 

The theory of Value must be interrelated with the theory of 
Distribution if we arc to avoid circular, question-begging‘^en¬ 
trepreneur” reasoning, and naive “productivity” analysis. 

The “isms” — Socialism, Romanticism, Nationalism, His- 
toricism, and Institutionalism — as such, have no contribu¬ 
tion, except to correct such other “isms” as Individualism and 
Cosmopolitanism. (If I have dealt more summarily with the 
old errors in new garb, surely this will be understood as but 
“natural”!) 

May I add that I am of no “school.” My first study of eco¬ 
nomics was Ingram’s History, I was then exposed successively 
to Welfare Economics, Neo-Classicism, Austrian School, and 
Historical School doctrines. I find some truth in all. I find com¬ 
plete truth in none. 

The following excerpts from the prefaces to the first and 
second editions may serve to explain the nature and scope of 
the present work: 

It is the aim of this book to present a critical account of the 
whole development of economic thought in the leading nations 
of the Occidental world; and, while keeping the purely eco¬ 
nomic viewpoint, to indicate some of the most important rela¬ 
tions of economic thought with philosophy and environmental 
conditions. As it is designed to serve as a textbook for the 
growing number of advanced students who study the history 
of Economics, every effort has been made to give a fair and 
well-rounded account of the thought of the leading writers, 
avoiding the emphasis of some newly discovered point or inter¬ 
esting but obscure writer which would characterize a monograph. 

Doubtless there will be some difference of opinion about the 
relative space here devoted to the different economists, and 
some cases of omission or bare mention will be criticized. It 
should therefore be stated that a twofold test has been the basis 
of selection in this regard: first, what has been the writer’s effect 



PREFACE 


vii 


Tipon the stream of ncQnxMni ft. t.hniight ? IJcxt 
point in theory, has. ha. originated or.dcvclDped? If his contri¬ 
bution has been both discovery in theory and a profound effect 
on his contemporaries, then he deserves considerable discussion. 
These two phases of importance do not necessarily go together, 
as the experience of Lloyd, Gossen, and others bears witness. 

In covering so vast a field it has seemed desirable to stand¬ 
ardize the method of treatment to some extent . Accordingly, 
the general plan of procedure in dealing with an individual 
economist has been first to indicate l)riefly the pertinent cir¬ 
cumstances of his ejLXyixonment, both obj^ec tivn-^d subioativa; 
then to discuss his economic thought under the heads of value 
theory, and the shares in distribution; concluding with a state¬ 
ment of his logical method and philosophy. But this procedure 
has not been rigidly adhered to, omissions being made in the 
case of the less important writers and additional points de¬ 
veloped in other cases. Any noteworthy point which is asso¬ 
ciated with an economist's name has generally received atten¬ 
tion. In a word, value and distribution have been emphasized, 
but are far from being the only topics treated. 

Finally, it will be observed that after Adam Smith the chrono¬ 
logical development of the subject has been sacrificed to some 
extent for the sake of a more topical arrangement. It is believed 
that the analysis followed will lend far more to the interest and 
intelligibility of the history than would be required to offset this 
sacrifice. 

To some, it seems that the great World War has brought con¬ 
ditions which call for a revolution in economic thought. This 
may be doubted; but however that may be, the importance of 
an understanding of the evolution of the economic doctrines 
now prevalent is but accentuated. The student of these pages 
will find Mercantilist and Nationalist doctrines; he will find 
Communism and Socialism; he will find the historical and in¬ 
stitutional points of view. He will find that there have been 
other ^^revolutions,” — that there is little under the sun which 
is entirely new. 
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The author wishes to express here his deep indebtedness to his 
former teacher and present friend, Dr. Richard T. Ely: in the 
first place, for stimulating the production of this work as he 
has so many others; secondly, for many direct suggestions as to 
style and emphasis; and, finally, for a host of indirectly ac¬ 
quired ideas and stimuli, without which the book would lack 
many of such merits as it may now possess. 

Lewis H. Haney, 

New York City, 

February, 1936. 



/ 


OUTLINE OF TABLE OF CONTENTS 


FAOE 

A. GENERAL INTRODUCTION. 1 

I. Natuue and Importance of the History of Economic 

Thought. 3 

ll. The Origin and Tardy Development of Economic 

Thought. .... 28 

B. ECONOMIC THOUGHT BEFORE THE SCIENCE OF 

ECONOMICS.35 

I. Economics Thought of the Ancients.37 

II. Medieval Economic Thought.88 

III. The Dawn of Modern Economic Thought: Mer¬ 
cantilism AND Kameralism.109 

C. THE EVOLUTION OF ECONOMICS AS A SCIENCE . 166 

I. The Founders .... .169 

II. The Earlier Followers.243 

1. Utilitarianism . 245 

2. Pessimistic Tendencies.255 

3. Optimistic Tendcn^es.313 

4. Other Expositors.341 

a. In England .... . 343 

b. The Expositors of the English Classical Political 

Economy Outside of England: 1776-1850 . . . 351 

III. Opponents and Leading Critk s 375 

1. The Philosophical and Ethical System .... 377 

a. Individualistic Critics.379 

b. Nationalistic Critics.403 

c. Socialistic Critics.425 

•IV. The Restatement.441 

V. Opponents and Leading Critics (resumed) .... 477 

1. The Philosophical and Ethical System (I’esRmed) . . 477 

a. Socialistic Critics (resumed) .479 

ix 





















X 


OUTLINE OF TABLE OF CONTENTS 


PAGE 

2. The Scope and Method. o09 

a. Critics of the Scope of Classical Economics 513 

b. Critics of the Method. 523 

3. The Logic. 553, 

VI. Attempts at Reconstruction .579 

1, Subjectivism and Marginism 581 

a. Earlier Developments in the Marginal-Utility 

Concept . . ... 587 

b. Fully Developed Subjectivism: The Austrian 

School. 607 

2. Neo-Classicism. 635 

a. Alfred Marshall’s Synthesis .637 

D. GENERAL ACCOUNT OF RECENT LEADING 

SCHOOLS . . . .657 

L Economic Thought in the Latter Part of the Nine¬ 
teenth Century, and to 1915.659 

1. Germany and Italy.661 

2. England and France .688 

3. The United States.713 

4. Institutionalism 740 

E. SUMMARY AND CONCLUSION.754 

F. BIBLIOGRAPHY ............ 789 












TABLE OF CONTENTS 


A. GENERAL INTRODUCTION 


PAGES 

Preface . v-viii 

Chapter I. Nature and Importance op the History op 
Economic Thought ... . . . 3-27 

Scope of the Subject — Relation to Industrial History 


— Reasons for Studying It—1. Underlying Philoso¬ 
phies, Materialism, Idealism — 2. Method, Inductive, 
Deductive, Statistical — Absolutism in Thought — 

Comte’s ^'Stages.” 

Chapter II. The Origin and Tardy Development of 
Economic Thought . ... 28-34 

Origin in Moral Codes — Reasons for Tardy Develop¬ 
ment: Subjective, Objective. 

B, ECONOMIC THOUGHT BEFORE THE SCIENCE 
OF ECONOMICS 

I. ECONOMIC THOUGHT OF THE ANCIENTS 

Chapter III. Oriental Economic Thought, Especially 
the Concepts of the Hebrews and Hindus . . 39-55 

Generalizations concerning Orientals Limited — Pur¬ 
pose of the Chapter—Economic Thoughts Found in Laws, 
etc. — Usury — Commercial Regulations and Just Price 

— Labor and Caste — Agriculture Favored — Seventh and 
Jubilee Years — Summary Generalizations: Simple Social 
Philosophy, Religion and Morals Dominant, Minute 
Regulation, Conflict with Economic Motives, Fixity and 
Conservatism, Concept of Society. 

Chapter IV. The Economic Thought of Aristotle and 

Plato. 56-72 

Origin of the State — Division of Labor — A Social 
Point of View — Inheritance — Population — Commu¬ 
nism — Scope and Classification of Aristotle’s Economic 

xi 





xii 


TABLE OF CONTENTS 


PAGES 

Thought, Oikonomiky Chrematistik, “NaturaF’ Occupa¬ 
tions — Money and Interest — Agriculture Favored, 
Money-Making Condemned — Riches Deplored — Stoics 
— Epicureans — Ethics J^ominant — Summary — Con¬ 
trast with Hebrews and Hindus. 

Chapter V. The Economic Thought of the Romans . . 73-87 

Introduction — The Jurists: Natural Law, Private 
Property and Contract — Money and Interest — The 
Philosophers: Ethical Notions, Interest — Quietism and 
Nature Philosophy — Agriculture Favored — Practical 
Tendencies — The Writers on Agriculture, Lnli Fumlidy 
Slavery — Value — Regulation of Industry and Com¬ 
merce — Influence of Roman Thought — Division' of 
Labor — Summary — Appendix: Quotations from Writers 
on Agriculture. 

IT. MEDIEVAL ECONOMIC THOUGHT 

Chapter VI. The Middle Ages .91-108 

The Period Defined — Germanic Contributions — 
Christianity and the Church — Scholasticism and Canon 
Law — Thomas Aquinas — Value and “Just Price'’ — 

Usury — Functions of the State — Monasteries — The 
Towns — Gilds — General Significance of the Period: 
Transition to National Economy, Authority, Duty. 

^ HI. THE DAWN OF MODERN ECONOMIC THOUGHT: 

MERCANTILISM AND KAMERALISM 

Chapter VII. Mercantilism .111-147 

Preliminary Definition — Factors Explaining Mercan¬ 
tilism— ThC' More Remote: Reformation, Humanism, 

Utopia — The ^lore Immediate: Exchange, Competition, 

Taxation, Internal and External Problems — Policies and 
Theories: “Treasure," Foreign Trade, Balance of Trade — 

Means of Insuring a Favorable Balance — Land Bank 
Schemes: John Law — Practical Applications — Eco¬ 
nomic Theories: Value, Interest, Poi)ulation, Wages, 

Rent, Factors of Production — Productivity of Occupa¬ 
tions, Taxation — James Steuart, “The Last of the Mer¬ 
cantilists"— PhilosojJiy — Critical Estimate and Sum¬ 
mary — Mercantilism after the World War — Appendix: 

German Mercantilist Policies. 





TABLE OF CONTENTS 


xiii 


PAGES 

Chapter VIII. Earlier German Mercantilists and 
Kameralists. 148-" 165 

Nature, Scope, and Development — Some Typical 
Kameralists: Bechers, Hornig, Daries, Justi — Regalian 
Rights — Kameralism vs. Mercantilism — Summary. 

C. THE EVOLUTION OF ECONOMICS AS A SCIENCE 
^ I. THE FOUNDERS 

Chapter IX. The Physiocrats and the Revolution in 
Social Philosophy. 171-206 

The ^^Rule of Nature” — The Forerunners: Boisguille- 
bert, Vauban, Fcnelon, Cantillon — Forces Giving Rise to 
Physiocracy — Outline of Physiocratic Doctrine: Nature 
Philosophy, Produit Nety Value, Classes and Distribution, 

7'ableau fkonomiqxie — Wages and Interest, Population, 

Single Tax — Chief Physiocrats — Philosophy — English 
Followers — Critics — Practical Influence — Critical Es¬ 
timate and Summary. 

Chapter X. Adam Smith, His Immediate^Predecessors, 

AND the Revolution in Industry. 207-242 

Immediate Predecessors: Mandeville, Hutcheson, 

Hume, Tucker, Ferguson, Harris — Life and Relations 
with the Physiocrats — The Wealth of Nations — Impor¬ 
tance of Labor — Division of Labor — Value — Classes 
and Their Interests — Wages — Profits and Interest — 

Rent — Public Finance:^Canons of Taxation — Govern¬ 
ment Interference: Lnisser Faire — Philosophy and 
Method — Practical Influence — The Manchester School 
— Critical Estimate. 

H. THE EARLIER FOLLOWERS 

1. utilitarianism 

y 

Chapter XI. Bentiiam and His “Principle of Utility” . 247-253 

Life and Works — Hedonism — Utilitarian Ethics — 

Laisser Faire — Rationalism — Social Reform — Ben¬ 
thamism vs, Smithianism. 






XIV TABLE OF CONTENTS 

, 2. PESSIMISTIC TENDENCIES 

Chapter XII. Malthus and the Theory of Population 
Life and Circumstances — Forerunners — The Essay 
on Population: Origin and First Edition — The Malthu¬ 
sian Principles: (1) Tendencies of Population and Subsist¬ 
ence, (2) Diminishing Returns, (3) Checks to Population 

— Social Results; the Malthusian Cycle — Other Eco¬ 
nomic Views — The Philosophy of Malthusianism — 
Critical Estimate — Bibliographical Note on Early Eng¬ 
lish Controversies concerning the Population Question. 

Chapter XIII. Ricardo and the Theory of Distribu¬ 
tion, Especially the Rent Doctrine. 

Life and Circumstances — Chief Writings — The Prin¬ 
ciples of Political Economy: Value, Value vs. Riches, Dis¬ 
tribution, Rent, Wages, Profits and Interest — Surpluses 

— Money and Foreign Trade — Philosophy and Method 

— Followers: James Mill, McCulloch, De Quincy. 

3. OPTIMISTIC TENDENCIES 
Chapter XIV. Carey and the American Schooi/' . . 

Introduction — Predecessors: Franklin, Hamilton, 
Raymond, Everett, Phillips — Carey’s Life and Works — 
Value — Social Progress and Distribution — Rent — 
Population — Philosophy and Method — Inconsistency 

— Carey’s Followers: Early American School, E. P. 
Smith, Greeley, etc. 

Chapter XV. Bastiat and the French Optimists . . . 

Life and Writings — Economic Harmony: Value, Labor 
and Capital, Land Value, Population, Government Inter¬ 
vention— Bastiat and Carey — Criticism — The Man¬ 
chester Party. 


4. OTHER EXPOSITORS 
a. In England 

Chapter XVI. Senior and the Abstinence Theory . 

An Outline of Political Economy — Scope — Abstinence 
and Capital — Cost vs. Expense; Past vs. Present Labor — 
Utility and Demand — Monopoly Theory — Wages — 
Increasing Returns — Emphasis of the Subjective — Crit¬ 
ical Estimate. 


257-282 


283-311 


315-329 


330-340 


343-350 




TABLE OF CONTENTS 


XV 


PAGES 

h. The Expositors of the English Classical Political Economy 
Outside of England: 1776-1860 

Chapter XVII. Say, Rau, and Other Chief Expositors 

IN Germany and France . 351-360 

Introduction — I. Germany: Nebenius — von Thiinen 

— Rau — Services of Early German Economists — 

II. France: J. H. Say, His Arrangement of the Science, 

Theory of Markets, Value — Cournot — Dunoyer. 

Chapter XVIII. Von Thunenand Isolated aSpate . 361-373 

Method and Plan of Work — Rent — Price and Value 

— Wages and Interest, Marginal Productivity Theory — 

Tariff — Other Views — Conclusion. 

III. OPPONENTS AND LEADING CRITICS 
1. THE PHILOSOPHICAL AND ETHICAL SYSTEM 
a. Individualistic Critics 

Chapter XIX. Lauderdale and Rae as Individualistic 

Critics : Social and Individual Wealth. 

Lauderdale — Definitions — Public Wealth vs. Private 
Riches — His Influence — Rae — Individual vs. Social 
Capital — Invention — Government Interference — Criti¬ 
cism of Smith’s Method — Summary. 

Chapter XX. Sismondi: the Emphasis on Income and 

Consumption . 

Life and Works — Economic Thought: Scope of Eco¬ 
nomics, Criteria of Progress, Scheme of Distribution, 
Overproduction and Machinery, Population, Reforms Ad¬ 
vocated, Exploitation of Labor, Socialism — Method — 

Influence — Conclusion. 

h. Nationalistic Critics 

Chapter XXI. Muller, List, and Carey: the Early 

Nationalists . 403-424 

The Nationalists and Their Background — Fichte — 

Adam Muller: Views on Protection, the State, Value, 

Capital — Criticism of Smith — Friedrich List: His Life, 
the National System^ Criticism of ‘'The School,Historical 
Views, Division of Labor, Immaterial Capital, Absolut¬ 
ism— Henry C. Carey: His Argument for Protection — 

Summary. 


381-388 


389-401 






XVI 


TABLE OF CONTENTS 


c. Socialistic Critics 

Chapter XXIL Early Nineteenth Century Socialism 
The Utopian or Bourgeois Socialists: Saint-Simon and 
the Saint-Simonists, The Associationists (Owen, Fourier, 
Thompson) — The Transition to a More Realistic and 
Proletarian Socialism in France, 1840-1848: Louis Blanc 
and Proudhon — Summary. 

IV. THE RESTATEMENT 

Chapter XXIII. John Stuart Mill. 

Life and Works — The Principles of Political Economy 
— Value — The Shares in Distribution, Rent, Wages, 

Profits — Consumption and Production — International 
Trade — Influence of Progress on Distribution — The 
Social Question — Unearned Increment — Government 
Interference — Philosophy and Method — Summary Ap¬ 
praisal. 

V. OPPONENTS AND LEADING CRITICS (Resumed) 

1. THE PHILOSOPHICAL AND ETHICAL SYSTEM (Resumed) 
a. Socialistic Critics (Resumed) 

Chapter XXIV. The Rise of‘^ScientificSocialism . . 479-507 

1. State Socialism: Rodbertus, Labor Productivity, De¬ 
creasing Wage Share, Rent, Distributive Justice, Crises, 

Remedies Proposed, Criticism of Ricardo’s Rent Theory — 

^ Lassalle, Scheme of Reform, Capitalism, Conjuncture — 

'' 2. Internatio.ml Revolutionary Socialism: Marx and 
Engels — Karl Marx: Materialistic Interpretation of His¬ 
tory, Capital and Exploitation, Surplus Value — Criti¬ 
cism — 3. Revisionists and Opportunists — Recent De¬ 
velopments: Syndicalism, Gild Socialism — Philosophy 
and Socialism — Influence of the Socialists: Primary, 
Secondary — Appendix: Early Effects of Socialism upon 
Economics. 


PAQBfi 

425-440 


443-475 


2. THE SCOPE AND METHOD 
a. Critics of the Scope of Classical Economics 

Chapter XXV. The Advocates of a Narrow Exchange- 

Value Economics. 513-521 

Antecedents: Physiocrats, Whately, etc. — Bastiat — 

MacLeod — Similar Recent Tendencies — Summary, 





TABLE OF CONTENTS 


6. Critics of the Method 

Chapter XXVI. Concrete-Historical Criticism in 
Great Britain. 

Introduction — Richard Jones: Abstract Assumptions 
Criticized, Ricardian Rent Theory, Method — Walter 
Bagehot: Scoi)e and Method, Criticism of Classical Eco¬ 
nomics — Leslie: Opposition to Abstract a 'priori Methods, 
Realism, Class Interests, Anti-Utilitarianism, Negative 
Character of His Work — Ingram — Toynbee: Rela¬ 
tivity, Optimism — Rogers — Summary. 

Chapter XXVII. The German Historical Schools . . 

Circumstances Giving Rise to Historicism — General 
Nature and Main Branches — The Older or More Nega¬ 
tive Group: Roscher, Hildebrand, Knies — Roscher^s 
Program — Hegelianism — Hildebrand’s Criticism — 
Knies on Absolutism, Criticism of Roscher, The Nature 
of Economic Laws — The Younger or More. Positive 
Group: Schmoller — The Verein fur Socialpolitik — 
Bucher — Schiiffle — Recent Tendencies — General Sum¬ 
mary and Critical Estimate. 


3. THE LOGIC 

Chapter XXVIII. Lauderdale and Hermann: Early 
Criticism of the Theory op Capital, Profits, and 
Value. 

Lauderdale’s Criticism of the Theory of Capital and 
Profits — His Doctrines of Value and Consumption — 
Hermann and Other German Economists on Capital — 
Undertakers’ Gains — Hermann’s Criticism of Current 
Economics — Capital — Rent and Wages — Undertakers’ 
Gains — German Industrial Conditions — Hufeland, Rau, 
Mangold — Consumption and Value — Conclusion. 

Chapter XXIX. The Downfall of the Wages-Fund 
Theory . 

Richard Jones — Longe — A Writer in the North Ameri¬ 
can Review — Cliffe Leslie — Thornton — Mill’s Recanta¬ 
tion — Walker — Taussig — Significance of Wages-Fund 
Episode. 


xvii 


523-536 


537-551 


555-569 


570-578 






XVIU 


TABLE OF CONTENTS 


PAQBS 

VI. ATTEMPTS AT RECONSTRUCTION 
1. SUBJECTIVISM AND MARGINISM 
a. Earlier Developments in the Marginal-Utility Concept 
Chapter XXX. Gossen, Jevons, Walras, and the Math¬ 
ematical School. 587-605 

First Developments: Condillac, Bentham, Craig, Long- 
field, Lloyd, Thomas, Dupuit, Senior — Gossen — Jev¬ 
ons: Value Theory, Other Economic Theory — Walras — 

Cassel — Summary. 

h. Fully Developed Subjectivism: The Austrian School 
Chapter XXXI. Menger, Wieser, and Bohm-Bawerk, 

AND Especially the Development of Subjective 

Theories of Value and Interest. 607-634 

The Austrians and Their Value Theory: Menger: Eco¬ 
nomic Causation, Utility, Classes of Goods, Price Limits 
— Wieser: Source of Value, Imputation Theory, The 
Place of Cost — Bohm-Bawerk: Subjective Value, Ob¬ 
jective Value, Costs — Interest Theories — Followers — 
Philosophy and Method — Critical Estimate and Sum¬ 
mary — Marginal Utility. 

2. NEO-CLASSICISM 

, a. Alfred MarshalVs Synthesis 

Chapter XXXII. Marshall, and His System of Equi¬ 
librium . 637-656 

Marshall’s Background — Marshall’s Economics: 

Value, Demand and Supply, Distribution — Philosophy 
and Method — Criticism. 

D. GENERAL ACCOUNT OF RECENT 
LEADING SCHOOLS 

I. ECONOMIC THOUGHT IN THE LATTER 
PART OF THE NINETEENTH CENTURY, 

AND TO 1915 

Chapter XXXIII. Economic Thought in Germany and 
Italy from 1850 to about 1915 ... ... 66 I 7687 

I. Germany and Austria: Scope and Sub-Division of 
Economics — Method — Value Theory — Schools of 
Thought — Some Developments since 1900 — Economics 






TABLE OF CONTENTS 


xix 


and Philosophy — General Characteristics — II. Italy: 
Developments to 1875 — Leading Economists since 1875 

— Various Schools — Summary. 

Chapter XXXIV. Economic Thought in England and 

P'rance from 1850 to about 1915. 

I. England: The End of Classicism, Cairnes — Neo- 
Classicism, The Cambridge School, Marshall, Edgeworth, 
Pigou — Welfare Economics, Hobson — Summary — 
11. France and Belgium: French Traditionalism — The 
Liberalists, Older and Younger — Interventionism and 
the Historical School — Influence of Sociology — Sum¬ 
mary. 

Chapter XXXV. Economic Thought in the United 

States: 1850-1920. 

The Background — History to 1860, Protectionism and 
Optimism — 1860-1885, Classicism and Dogmatism — 
In 1885 New Problems and German • Influence — Mar¬ 
ginal Utility — American Economic Association — Con¬ 
ditions at the Beginning of the Twentieth Century — 
J. B. Clark — S. N. Patten — Irving Fisher — F. A. 
Fetter — Taussig, Carver, Ely, Seligman, Davenport — 
Activity in Specialized Branches — Summary Observa¬ 
tions. 

Chapter XXXVI. Veblen and Institutionalism . 

The Background — General Nature of Institutionalism 

— Two Main Groups — Veblen — Other Institutionalists: 
Mitchell — Appraisal — Kinematics, 

Chapter XXXVII. Summary and Conclusion .... 
General R^sum6: The Pre-Scientific Period, Beginning 
of Scientific Economics, Classicism, Critics of Classicism, 
Neo-Classicism (Value Economics), Reaction from 
Neo-Classicism — Continuity and Environment — Main 
Points of Difference: Ethics, Optimism vs. Pessimism, 
Surplus, Cost vs. Utility, Subjective vs. Objective, Quan¬ 
titative vs. Qualitative Values — Present and Future: 
Philosophy and Method, Theory — A Summary and Ap¬ 
praisal. 


688-712 


713-739 


740-753 


754-787 





XX 


TABLE OF CONTENTS 


PAOHS 

Appendix 

Chief Works of American Economists Active between 
1850 and 1915 . 789-802 

Bibliographical Notes 

Chief Bibliographical Sources; Leading Works on the 
History of Economic Thought. 803-809 

Index op Names. 811-820 

General Index . 821-827 






A. GENERAL INTRODUCTION 




CHAPTER I 


THE NATURE AND IMPORTANCE OF THE HISTORY 
OF ECONOMIC THOUGHT 

The words History and Economics are found in the names 
of at least three different branches of study. There is, oh the 
one hand, EcoiLQmic,History, or Industrial History, as it is 
frequently called; and on the other, there are the closely re¬ 
lated subjects. History of Economics and History of Economic 
Thought. The first concerns itself with the history of commerce, 
manufactures, and other economic phenomena, dealing objec¬ 
tively with the ways in which men get their living; the second 
and third treat primarily of subjective matters, dealing for the 
most part with the ideas men have concerning economic facts 
and forces. 

Now these last two have been confused, and their logical 
relationship is commonly overlooked. The history of Economics 
deals with a science — with a body of classified knowledge 
based upon the establishment of certain uniformities in economic 
life, or the tendency of certain results to flow from given causes. 
It is limited to times in which economic ideas have become dis¬ 
tinct, unified, and organized; it is a history of systems of economic 
thought. The Babylonians had ideas concerning interest and 
mortgages; the Phoenicians thought about commerce and bills 
of exchange; the Greeks wrote on the subject of division of labor. 
Does the history of Economics, then, extend to such remote 
times? By no means. But the history of ‘‘economic thought” 
does, and from its point of view the unrelated primitive ideas 
of the earliest times are full of meaning. Indeed, for a full under¬ 
standing of the origin and growth of the science, the underlying 
ideas are important. 

The history of economic thought is broader than the history 

3 
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of the science: it may properly be divided into two parts, one of 
which takes up the origin and development of economic ideas 
prior to the existence of any distinct and separate science; while 
the other begins with the rise of Political Economy, or the science 
of Economics. The point of view to be taken in the following 
pages is the broader one. 

The subject, the History of Economic Thought, may be de¬ 
fined as a critical account of the development of economic 
ideas, searching into their origins, interro^tions, and manifes- 
tatiohs. 

The close relationship between economic history and the 
history of economic thought is at once to be emphasized. That 
men^s thoughts depend largely upon their surroundings, no one 
doubts. And so it is that economic ideas, to say nothing of 
systems of economics, are colored and limited — determined 
sometimes — by industrial environment. Thus the agricultural 
South believes in free trade; as manufactures develop, that be¬ 
lief weakens. But this interaction is reciprocal; for opinions and 
theories once formed are often tenaciously adhered to, and may 
become a determining element in their turn. They become fixed 
in ^institutions.” Witness the influence of ‘traditional policies ” 
in shaping the platforms and administration of American po¬ 
litical parties. The individualism of the laisser-faire economists 
and statesmen was to a great extent the result of industrial 
evolution; but in its turn it became a condition reacting upon 
industry.^ 

The his t ory o f economic thoughjt, then, ig anjessgntial part of 
general history, both explaining it and being explained by it. 

Today it is not so necessary to defend the study of the History 
of Economic Thought as it once was. Even now, however, there 
are those who deny the usefulness of studying earlier economic 

^ Through William Pitt (see p. 236) and Robert Peel, for example, and the 
economists of the dominant French school. The former were active in applying 
the laisser-faire doctrine to the corn laws; the latter did much during the nine¬ 
teenth century, both as government officials and writers, to bring into practice 
their optimistic, let-alone theories. Of course, Pitt’s accomplishments were very 
limited. 
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thought. And, in any case, it will be of value to state clearly the 
advantages to be gained from such a study as th(^ present; for 
the statement may make one\s reading more purposeful and 
suggest new points of view. 

First of all, a certain unity in economic thought is to be em¬ 
phasized, a unity which connects us with ancient times. Con¬ 
tinuity in evolution has been denied,^ but such continuity can 
b(^ d('monstrated. Much of the difficulty comes about through 
an (exaggeration of the negative aspect of the Middle Ages. But 
such an exaggeration misinterprets the period, for the medieval 
aloofness or quietism implied a positive philosophy which has 
counted in the history of thought in a posith^e way. Nor was 
this period a complete break; in it were nourished Gre(»k ideas 
concerning moiu^y and interest, communism, and other economic 
matters, — not to mention the ^^nature philovsophy,” — which 
were handed down to modern thinkers. The doctrines of the 
first economists concerning the importance of land and the 
beneficent law of nature were drawn through a continuous line of 
thinkers from Plato, Aristotle, and Zeno. As will appear further 
on, moreover, not only do Oriental id(\‘is inherited from a still 
more remote past come down to us through Greece, but through 
Christianity they have exerted a continuous though changing 
effect upon the economic thoughts of men. It is logical, then, to 
begin a history with some account of ancient thought. 

Again, there is great value in und(irstanding the origin of a sci¬ 
ence, espt^cially one like economics, the nature and scope of which 
have been under dispute. For one thing, it gives a truer concept 
of the relationship among sciences, an important matter for the 
thinker who seeks to specialize and to make a precise application 
of economic principles. Through a study of the history of eco¬ 
nomic thought, may be gained a clear realization of the position 
of Economics as a distinct member of a group of social sciences: 
Ethics, Jurisprudence, Politics, Sociology, and others. While it 
is properly concerned with man's efforts to get a living in associa¬ 
tion with his fellows, as a social science it is relate^d to other 

^ E.g., Oncken, A., Geschichie der National Okonomie^ pp. 16 f. 
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sciences which deal with human wants or with the way men 
get their living. To illustrate one such relationship, it may be 
observed that to the extent that what is uneconomical becomes, 
on that account wrong,Economics is directly related to 
Ethics. Sometimes men desire things because they are ^'beauti¬ 
ful,^' and then Economics touches Esthetics. Often political 
considerations clash with considerations of cost and exchange 
value. Economists, as practical men, must realize that the sanc¬ 
tions of Economics cooperate or conflict with the sanctions of 
other social sciences, a fact which limits its application. There 
is, therefore, no better way for a student grounded in economics 
to find himself in the wider field of social science than to study 
the history of economic thought. For in the beginning social 
values were one. In the thought of the ancients, purely eco¬ 
nomic ideas may be apparent to us, but the men who had them 
did not differentiate. 

Such having been the broad beginning, one may wondc^r if 
some cycle may not be completed when a scientific synthesis 
will again bring together feelings, desires, property, family, 
state, justice, law, happiness, and other concepts, on a rationally 
unified basis of valuation. 

The concept of relativity, the point of view according to which 
ideas are not judged with dogmatic absolutism, but are critically 
examined in the light of the times and places in which they were 
formed, becomes very real. Before we can call medieval think¬ 
ers, blockheads, on the ground that they condemned interest¬ 
taking, we must examine their premises and the circumstances 
of those premises.(^Men being in part creatures of their environ¬ 
ment, their thought is often guided and limited by the changing 
phenomena with which they are confronted) 

Then, there is the value of a broad basis for comparison which 
such a study brings. Standing at the highest point yet reached, 
after centuries of economic thought, and looking back over the 
path of truth, strewn with fallacies and truisms though it be, the 
student feels his judgment broadened, and a well-balanced and 
reasonable conservatism, or a wise progressivism, mav fill his 
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mind. He is not so apt to be swept off his feet by fads, nor to be 
made confused and hopeless when controversies rage around 
him; for he knows that fads and controversies have come and 
gone, while so substantial a body of economic truth has been 
established that progress in it must come, not through revolu¬ 
tion, but through evolution 

To the author, it seems that one of the most important bene¬ 
fits to be gained by studying economic thought lies in the realiza¬ 
tion that Economics is one thing, and economists are another. 
At any given time, we are apt to find discussions and differences 
of “opinion’^ among individual economists, often arising from 
personal interests, and generally centering on practical policies. 
These cause confusion, and the layman or student knows not 
what to believe. Even the trained economist may forget the 
real nature of his science and his task as a scientist. But Eco¬ 
nomics is different. The science has its body of ^Taws,'^ which is 
the result of the work of many different economists — a syn¬ 
thesis of many different and conflicting theories. These abstract 
generalizations arc the property of no economist, nor do they 
depend upon particular conditions. By considering the body of 
economic doctrine as it has grown through the centuries, one 
may rise above the squabbles among economists, and gain con¬ 
fidence in Economics. One may be able to take a sort of objec¬ 
tive point of view. 

Back of the different systems of economic thought, or even 
particular theories, there lie more fundamental factors which 
condition them and determine their nature and form. The most 
important of these factors are (1) tl^underlyin^ philosophy and 
(2) the method of the thinker, which influence his interpretation 
of economic phenomena and the conclusions which he may 
draw. The philosophy and the method form part of a premise 
of the syllogism, as it were. One economist reaches one con¬ 
clusion, another a different one. We say their points of view 
were different. But each point of view is made up of a certain 
basic philosophy of life, and a closely allied tendency to a certain 
methodology in thought. 
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Not the least service of a history of economic thought is the 
light it throws upon this question of point of view, and it is de¬ 
sirable here to sketch the historical outlines of philosophy and 
method as a background for the more detailed history of strictly 
economic thought which is to follow. 

1. Philosophy. — Since the fifth century before Christ, two 
great tendencies in philosophy have ever opposed and reacted 
upon one another. These tendencies we may call respectively 
Idealism and Materialism, using the terms in a broad general 
sense, and with full recognition of the fact that the old meta¬ 
physical problem that they formerly denoted has become more 
complicated than was the case when they were first used. As 
here used, they will be taken to cover tendencies in thought, 
the tendency manifesting itself perhaps in metaphysics, per¬ 
haps in epistemology or psychology, perhaps in ethics or social 
science. 

In a strict metaphysical sense. Idealism means the belief that 
matter has no independent reality, but is simply a presentation 
of the mind. The belief is rarely if ever found in so strict a sense, 
however, some room being generally allowed for a degree of 
independent existence of matter. This is dualism; but if a 
capacity to form judgments not dependent upon the material 
is recognized, and the importance of the peculiar constitution 
of our perceptive faculties is emphasized, it may be said that 
the tendency is toward idealism. In this sense, both Plato and 
Kant may be called idealists: Plato, in that he allows phenomena 
to be absorbed in ideas that are realities and believes in the real¬ 
ity of such abstract things as ^^goodness Kant, in that he held 
that the mind could produce genuine knowledge from its own 
resources. In fact, one of the most marked evidences of the 
tendency here called idealism, is found in the theory of the origin 
of ideas, or judgments, the idealistic tendency being indicated 
when a thinker holds that these may arise independently of sense 
data. This would seem to imply a belief that the true nature of 
things is intellectual not sensuous. 

It follows that idealists attribute an independent force to 
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ideas or judgments. They regard man, not as a creature of 
material environment, but as a more or less independent force, 
capable of adapting or conquering “nature.” Accordingly, they 
emphasize unions of man in society as being manifestations of 
community of ideas, and the most effective way of asserting the 
power of ideals; and they readily become what may be called 
socie fe^ — to adopt a term that will cover the belief in the 
potency of social activity and institutions. For reasons that will 
become clear when materialism is considered, idealists tend to 
oppose egoism, and to favor its repression by the state as repre¬ 
senting society. This tendency they may carry so far as to regard 
society as a true organism, in which the individual mind is sub¬ 
ordinated to the social mind. 

It seems to follow from these tendencies that idealists will 
logically defend social institutions, and consequently they are 
(‘sscmtially conservative. Of course, to those who hold to the 
opposite philosophical tendency, they will seem to be the radi¬ 
cals and when, as in the United States in 1933, it is idealism 
whi(di demands a “New Deal,” the materialist becomes for the 
moment the conservative “standpatter.” But as a rule it is 
thos(^ who believe in no supreme rational purpose or divine will, 
and who regard social institutions and perhaps society itself as 
shifting expedients based upon a mechanical individualism, who 
are apt to be the disturbers. 

A practical expression of all this is the fact that idealistic 
thinkers s^es s morality and dutYt and frequently set the good 
above the “natural.” They are apt to appeal to abstract spirit¬ 
ual considerations. Indeed, ethical idealism, which has been one 
of the phases of idealism most influential in economic thought, 
is closely related to the more metaphysical idealism described 
above; Kant^s ethics was idealistic, and the Golden Rule was 
based upon the assumption that the idea may be independent of 
the material environment. The idea of the Golden Rule is that 
the mind, as an independent factor, able to recognize the rights 
of other minds having other ideas, can decide what ought to 
be done, in spite of material limitations and clashes of interest. 
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Believing in innate ideas and reflective faculties, and their 
potency, idealists generally regard individual men as being in¬ 
herently different in capacities. 

Thus there is more in men than “common clay/^ and uni-- 
formities result from uniformities in ideas, such uniformities 
being something to strive for and perhaps to be attained by 
man-made law. But the idealist believes that man is more or 
less “perfectible” — by means of education or the influence of 
“proper institutions.” Of course, man is held to be responsible 
for his own destiny. With responsibility goes the power, ca¬ 
pable of multiplication by social cooperation, to make his own 
destiny “by taking thought.” In a word, idealism stands for 
the independent importance of mind and human institutions as 
opposed to the material environment. The thoroughgoing ideal¬ 
ist, too, must assume the existence of some divine mind or of a 
supreme world-purpose to explain the regularities of phenomena; 
for without some such system of determination acting as a 
coordinating force, all continuity and regularity would be de¬ 
pendent upon individual human minds. 

In the ranks of idealists may be placed most Oriental thinkers; 
Plato and some of the Stoics, of antiquity; the Neo-Platonists, 
St. Augustine, and Thomas Aquinas, in the Middle Ages; Hugo 
Grotius in the seventeenth century; the Englishman, Berkeley; 
the German philosophers, Leibnitz, Kant, Schelling and Hegel, 
and the French thinkers, Malebranche and Comte, in more 
modern times. ^ 

The materialistic tendency, on the other hand, not only re¬ 
gards matter as existing independently of mind, but may go so 
far as to deny the existence of anything but matter. If material¬ 
ists do not go so far, they at least regard physical facts deter¬ 
mining mental processes. This tendency is logically associated 
with the theory that ideas come into existence only through the 
senses as stimulated by matter. Instead of assuming a supreme 

^ Naturally there are many points of difference among idealists, as some tend 
toward dualism (Plato) while others tend toward monism (Berkeley); some 
toward agnosticism (Kant and Comte), others not. 
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mind whose rational purpose dominates the world, they hold to 
a physical concept of nature and regard the world as ruled by 
laws of matter. 

Naturally, therefore, materialists will tend to regard man as 
dominated by his natural environment, and we can sec the 
reason why those who hold this philosophy are generally indi- 
viilualistic ^ and laisser-faire. If matter alone counts, then it is 
easy — to say the least — to believe that all men bc'ing made 
of the same clay, are naturally equal; and that, human choices 
being determined by sensations and acted upon by the same 
forces, men will tend to act in the same way. 

The chief differences among normal individuals are thus apt 
to be attributed to environmental conditions, and idealistic 
doctrines as to the perfcctability of man are countered by argu¬ 
ments that they are limited by material factors. 

The state itself, far from being the expression of common ideas, 
is a mere aggregation of atomic individuals made necessary by 
the material nature of man (Hobbes). 

Man cannot presume to dictate terms to nature; therefore, 
laissez faire! In any event, the forces of nature will at last have 
their way. Let things alone, that nature'^ may freely rule and 
that the natural order may establish itself. 

Thus, the cry often is: “Down with man-made institutions!^^ 
(Under the sway of materialism, individualism became an effec¬ 
tive factor in political and economic thought toward the end of 
the Middle Agej^ The thought of its adherents became the 
ferment that led to the dissolution of inherited religious and 
m')ral systems and to the casting off of outlived cultures.^ It is 
ea^y to understand why materialists would replace concepts of 
ideal and spiritual good and of abstract duty with appeals to the 
“naturaV^ tending to mean by “naturaU' what seems to be 
materially necessary. They have thought most of the immediate 
material result, calling it utility or “goods”; and the greatest 

* Cf. Bonar, Philosophy and Political Economy, chapters on Epicureans, 
Hobbes Locke, etc. But, on the other hand, many phases of Socialism arc based 
upon a similar philosophy, — though perhaps illogically so. 

* Schmoller, Grundrisa der allgemeinen Volkswirtschaftslehre, p. 71. 
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material good for the greatest number of atomic and nature- 
dominated individuals, has been their goal. 

Naturally, materialism finds expression in ethics. No mate¬ 
rialist could logically be content with the Golden Rule, as taught 
by Christ, as the basis for an ethical system. Rather we find the 
thoroughgoing materialist formulating his doctrine of right and 
wrong with an eye to the problems of adjustment to material 
environment, advocating that men do unto one another such 
things as will enable them to survive, and finding in ^\survivar' 
the test of right. 

The leaders in this school of philosophy have been such men 
as the Sophists and Epicureans in antiquity; Hobbes, Locke, and 
Rousseau, in early modern times; and Helvetius, the French 
Encyclopedists and Benthain, a little later. (Lockc^s philosophy 
was dualistic, but its predominant effect was to encourage mate¬ 
rialistic developments in thought.) Aristotle, in maintaining 
that the sensible world must furnish the material for thought 
and that ideas come only through the senses; and John Stuart 
Mill, in his earlier thought, may also be said to show a material¬ 
istic tendency. 

That a man’s whole attitude toward Economics as a science is 
bound to be influenced by his philosophical leanings, whcither 
these be conscious or not, may be easily demonstrated by point¬ 
ing out the bearing of materialism and idealism upon the nature 
and scope of economic ^Maws.” Idealism tends to make a thinker 
minimize the rule of scientific laws in economic life, or even to 
deny their existence. Witness the attitude in 1933 of the ^^New 
Dealers” and ^institutional Economists” in this country. They 
assumed certain ideals as to price levels and ‘^social justice.” 
They then proceedc'd without reference to normal equilibria be¬ 
tween cost and utility, supply and demand, or exports and im¬ 
ports, to seek their goal by direct ‘^social planning” and control. 
They would not wait for causes, in the shape of economic costs 
and utilities, to work their results, but instead “passed laws.” 
They would not depend upon experience, but would experiment. 
Political values submerged or replaced economic values, as in 
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war-time “emergencies.” Thus these extreme idealists disre¬ 
gard or deny the validity of positive economic laws, for they do 
not recognize any “given conditions” as a base. They wish to 
make their own conditions by changing institutions — nothing 
is held to be normal but “social control.” 

Accordingly, economics to them would be a purely “norma¬ 
tive” science, or rather, an art. It would Ix'come the mf^ans of 
attaining certain ideals set up by the “leaders.” In place of 
scientific uniformities and cause-and-effect relationships, eco¬ 
nomics would deal with inducing or coercing individuals to act 
in conformity with some “plan.” 

All this is th(» extrcMiie opposite to the attitude of the mere 
materialist, which was partially illustrated in the attitude of 
some of the P]nglish Classical economists in the early nineteenth 
(leutury, with their iron law of wages and unqualified laissez 
faire. Few went to such extremes, but if they had done so, they 
would have treated cosU and utilities as fixed and subject to no 
control. They would have made Economics not only a positive 
but also an absolute and rigid science, with individuals entirely 
subject to th(' coercive power of the “natural laws” of the 
mat(Tial world. 

One interesting implication of the preceding philosophical 
points of view is the attitude toward the future and progress. 
Idealism tends toward optimism; materialism tends toward 
pessimism. These tendencies are exemplified in the well-known 
pessimistic strain that is found in British materialism and the 
equally apparent optimism of continental writers having idealis¬ 
tic leanings — or, at least, being opposed to matc'rialism. The 
logical connection between these two sets of philosophical tend¬ 
encies is to be found in the fact that one\s hopefulness of prog¬ 
ress and reform is most easily associated with one^s belief in 
the power of man to change conditions and to direct develop¬ 
ment. To be sure, one may rely upon the blind working of natu¬ 
ral selection to bring about a future condition which one may 
“hope” will be better than the present. But, unless one assumes 
some ideal, and the existence of innate tendencies in man toward 
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this ideal, — which means idealism, — one’s hope must be rela¬ 
tively faint and conditional and could hardly be called optimism; 
and the present and the immediate future at least, may seem 
harsh and forbidding. Certainly thinkers, whether economists 
or not, who assume that the human mind can rise above the 
forces of material environment and who believe in the effective¬ 
ness of man-made institutions, can consistently assume an atti¬ 
tude toward the future that would be difficult for those of a more 
materialistic tendency. 

This point is by no means simple, however, nor is the bearing 
of the philosophy upon the attitude of optimism or pessimism 
as essential as in some^ other cases. Thus the materialist may 
believe that “natural selection” will at least produce good lead¬ 
ers and bring them to the front; and he may be optimistic as to 
the ultimate results of economic life. On the other hand, the 
idealist may fear that social leaders may not be the best and 
that human institutions, despite their assumed potency, may 
actually fall far short of the ideal, in which case he may be p(\s- 
simistic for the near future. In fact, much depends upon the 
period of time considered — upon how long the run. We find 
times when idealists pessimistically fear an immediate collapse 
unless their “plans” are followed, while materialists would await 
a “natural” readjustment with complete optimism. 

Closely related to the contrast between pessimism and op¬ 
timism, is that between the acceptance and non-acceptance of 
the doctrine of the indefinite expansibility of human wants, or 
of the indefinite sum of human satisfactions. Though few econ¬ 
omists have set forth such fundamental premises as this, still it 
is apparent that the Classical economists assumed the truth of 
this doctrine, and that it — along with iha principle of popula¬ 
tion— was essentially connected with their pessimism; for 
otherwise, in the face of diminishing returns, it would not be 
necessary to assume that production would be pushed to such 
lengths as they contemplated. (The concept of “divine dis¬ 
content” is that of a materialist.) They could assume that ex¬ 
change value would always measure utility and be the criterion 
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of wealth, only on a doctrine which would insure that the in¬ 
tensity of desire for goods would be maintained at a point con¬ 
siderably above zero; for, beyond a certain point, the total 
supply of any good will decrease in exchange value while in¬ 
creasing in utility, and if desires were satisfied, goods, however 
useful, would not be '^wealth/^ The materialistic cast of this 
doctrine is derived from the dependence of mind upon matter 
which it assumes: Human wants and satisfactions are thought 
of as having a natural” tendency uncontrolled by judgments; 
and these unlimited human wants clash with a limited material 
environment, and must yield. 

Idealists, on the other hand, conceive of judgments in control 
of physical facts — or at least independent of them — and ac¬ 
cordingly do not accept the necessity of unlimited wants. In¬ 
stead of extolling discontent, they seek more leisure for man. In 
fact, they are prone to have some ideal of what is ^^good for” 
man or is needed” by him, with the corollary that beyond this 
he need not go in his consumption. To maintain this ideal the 
intervention of the state may be deemed desirable. 

They arc apt to assume some ideal as to a standard of living. 
When this is not attained, as in a business depression, they say 
that th(; trouble lies in ^^underconsumption,” and seek to remedy 
the condition by a redistribution of income, shorter working 
hours at higher wage rates, and the like. This is illustrated by 
the thought of Socialists and of Sismondi.^ Also it is manifest 
in the work of Malthus, who found difficulty in reconciling a 
materialistic law of population with an idealistic “moral re¬ 
straint” upon procreation. Probably a fundamentally idealistic 
bent lies back of the belief that the trend of economic events can 
be directed by the manipulation of credit, as by the so-called 
“open market operations” of central banking systems. 

An interesting corollary is the attitude toward overproduc¬ 
tion: materialists, believing in unlimited expansion of wants, 
argue that overproduction is impossible. The idealistic tendency 
is to set some ideal limit to consumption and to call anything 

* Sec below, pp. 395-396. 
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exceeding that limit overconsumption, and vice versa. Of this, 
one can find good illustrations in the writings of the French 
economist, Sismondi. 

Value being the heart of Economics, the economist’s philoso¬ 
phy is bound to shape his value theory. The age-long, funda¬ 
mental antithesis between idealistic and materialistic tendencies 
in thought finds no clearer expression than one economist’s state¬ 
ment that value may be defined as the measure of nature’s 
power over man; utility as the measure of man’s power over 
nature.^ This thinker means that value in exchange is a function 
of the resistance offered by physical facts to the utilization of 
matter by man. That he is highly idealistic is apparent from the 
fact that he regards man as acquiring dominion over nature.” 
He believes that wealth consists in such dominion and that it 
increases with abundance. Consistent idealists are subjective in 
their theories of value, treating values as merely men’s estimates 
of the importance of things for human purposes. The writer just 
mentioned refers to ‘‘the cause of the existence in the human 
mind of the idea of value, which is simply our estimate of the 
n'sistaiice to be overcome before we can enter upon the posses¬ 
sion of the thing desired.” Materialists, on the contrary, tend 
to formulate their definilioiis of value in objective terms, making 
value a quality of material things and defining it as power to 
exchange or quantity of goods commanded in exchange. 

We find corresponding differences in theories concerning the 
determination and function of economic value. Idealists regard 
consumption as a means, making wants — or, as they are wont 
to say “needs” — a function of activity. Demand depends 
upon states of mind and judgments; nor are these mental facts 
mere reflexes of material necessity. Production, too, is desirable 
activity, and is to be regarded as an end by man, — a means of 
“self-expression.” But consistent materialists consider con¬ 
sumption as the end of economic activity, and utility, or 
“goods,” as the goal (utilitarianism). Accordingly, demand de¬ 
pends upon material things, and arises in states of consciousness 

1 Soo bolow, p. 320. 
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that are induced by sensations that are caused by physical facts. 
Naturally materialists are most at home in discussing demand as 
limited to the needs of the material body — food, clothes, and 
shelter. Production is regarded as a means to the end, consump¬ 
tion; and cost is its salient characteristic. And the significance 
of cost is that it measures the dependence of man upon the mate¬ 
rial; wherefore, if value is determined by cost, and man’s activi¬ 
ties are determined by values, one must conclude that the mate¬ 
rial is dominant. 

It is all too common for economists to be inconsistent, and 
one need not be surprised to discover vicious mixtures of idealism 
and materialism, ^rhus we shall find one school reasoning as 
though mateu’ial goods (utilities), as causes of sensations, d(jter- 
mine values; and at the same time assuming that worth judg- 
iiK'nts (subjective values) sanction costs, i.e., the mind d(»ter- 
mines action without limitation by cost. And, again, we shall 
find another school arguing that material forceps are inevitably 
driving us to a cataclysm from which wo will bo rescued by 
adopting a form of social organization known to the sch(X)l! 

It is even possible that, though some of the points taken as 
indices of philosophical tendency are more closely connected 
with the tendency indicated than others, a given thinker might 
hold views that ordinarily characterize opposing tendencies with¬ 
out inconsistency: for example, might not one be a pessimist 
and also believe in the natural inequality of men? Or may not 
both idealist and materialist find in ‘‘cost” the factor which 
determines economic value? There is also a sense in which “ex¬ 
tremes meet,” as in Socialism and Anarchism. Extreme scarcity 
and extreme abundance would both destroy economic values. 
But it is a fact that the two divergent lines of thought which we 
have been analyzing find expression in the two chains of ideas 
that are linked together or associated as here pointed out; and 
that, in their ordinary meaning — and considering their bearing 
upon economic life — they are logically so associated. 

Again, one may well question whether the particular tenden¬ 
cies toward optimism and pessimism, cost or utility theory of 
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value, and the like, are after all caused by the theorist^s belief 
in any metaphysical doctrines. Certainly this question will often 
be answered in the negative if a conscious adherence to the 
school, accompanied by a realization of the full significance of 
its doctrines, is meant. But that is not the point. The material¬ 
istic tendency may be unrecognized by the writer in question 
and be inferred by the critic only as a result of searching analysis. 
Surely the tendencies above distinguished must affect all thought 
concerning human activity, for such activity is a function of 
judgment and physical fact, mind and matter, man and environ¬ 
ment; ^ and a man^s thought may be classed as surely on the 
basis of his conclusions concerning economic value as those con¬ 
cerning any other values. 

It must not be thought that materialism and idealism are 
unrelated and independent of one another, nor that either can 
be taken alone as containing the truth. These two philosophical 
tendencies represent two sides of human social life, and they con¬ 
stantly react upon one another. They are indicative of what has 
always been the most fundamental contrast in economic thought, 
that between ^^man,” regarded as an independent element 
separate from his natural environment, and “nature.^’ And, like 
man and “land,’' mind and matter may be truly regarded as in¬ 
terrelated and reacting upon one another. Thus, when we say 
that idealism is related to the institution, considered as embody¬ 
ing a human ideal, and is conservative, we must remember that 
reasonable idealists do not uphold the letter, but the spirit of 
the institution; and thus, under changing conditions, material 
factors enter — through the door of realism — or the institution 
loses its efiiciency. The outside is let in. It must be let in to pre¬ 
serve the institution. On the other hand, materialism, in oppos¬ 
ing institutions and denying man’s power to dictate terms to 
nature, must not be thought of as merely negative and unre¬ 
lated. Human institutions become realities and react upon the 
men who “created” them. The negative is always related to the 

^ This is true even if these dualisms be regarded as unreal, and the two mem¬ 
bers as really one, 
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positive. Individualism docs not necessarily mean non-organiza¬ 
tion. In their relation to om; another, the two i)hilosophi(\s are 
analogous to man and ‘^nature,” heredity and environment; and 
each reacts upon the other in a similar fashion. 

In criticism of the two philosophical tendencies, taken sep¬ 
arately, it may be said that neither solves the problem of the 
relation between mind and matter, man and physical environ¬ 
ment; for to deny the independent existence of the one or the 
other is no answer. 

More particularly, the materialist, as a result of his attempt 
to reduce everything to bams of matter or physical fact, tends 
to take too narrow a view of mental and moral forces, and the 
initiative and power of maiPs mind; while idealists under¬ 
estimate the importance of physical facts as limiting and 
directing the action of the mind. The former are prone to o\xt- 
value reason regarded as a sort of mechanical combinatiem of 
sensations based on physical facts; while the latter arc equally 
prone to set up ideal i)ostulatcs which run counter to ex¬ 
perience. 

The idealist finds great <1 fficulty in answering the question, 
Are there not as many worlds as there are individual minds? 
The persistent unities in the external world of experience seem 
to refute his thought. At the same time, he has no adequate 
explanation of the diffenaices among man. In his economic 
thought, he seeks a basis for uniformities and orderly secpiences 
by setting up some super-individual mind — cither God, or some 
idolized dictator, or an abstract “social mind.” But this does 
not bridge the gaps among individual minds, nor the gap b(»- 
tween the individual and society. Coercion of individuals neces¬ 
sarily results. On the other hand, the materialist does not know 
how to explain cither the persistent divergences and evolutions 
in the external world, nor the differences among men (despite 
their “common clay”), particularly in their ideas. He is driven 
to fall back upon some metaphysical “natural order” which is to 
be known only by the test of survival. The individual is left to 
the mercy of other individuals, which is but a negative freedom, 
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and leads to that form of tyranny known as the “equal treat¬ 
ment of unequals.’^ 

Of special interest to students of social science are the criti¬ 
cisms based on false notions of society and the relation between 
society and individuals.^ On this score consistent materialists 
lay themselves open to the charge of undervaluing the force of 
society, an attitude logically associated with a disbelief in the 
potency of social institutions. Consequently their influence 
operates unduly to restrict the field of collective social action. 
Idealists, on the other hand, go to the other extreme. By con¬ 
ceiving of the individual (his mind) as subordinate to other 
individual and mental and spiritual forces, they frequently 
argue as though the individual exists for the sake of society. 

Every thinker, economist or not, must at some time or other, 
put questions to himself which amount to asking: Are you tend¬ 
ing toward idealism or toward materialism? What is the sig¬ 
nificance of your point of view as to the relation, existing and 
potential, between mind and matter, human reason and physical 
environment? Or, if the attempt is made to attain the truest 
point of view of all by bringing to a synthesis the elements of 
truth in idealism and materialism, the (|uestion always r('mains, 
where shall the line be drawn? This approach leads to Dualism, 
Monism, or Agnosticism. 

To the author, Dualism seems to afford the wisest working 
hypothesis for the philosophy of a social scientist. At the least, 
it enables him to avoid the error of absolutism. And it frees him 
from the extremes of naturalism and individualism, as well as 
from “institutionalism^^ and Socialism. It seems that an em¬ 
pirical approach must serve, until the issue between sensational¬ 
ism and rationalism is settled, and that thus far in the develop¬ 
ment of human thought. Liberalism and a broadly interpreted 
Utilitarianism have been most conducive to understanding. 

2. Method. — Broadly speaking, the history of science in 
general reveals the use of two distinct methods, two processes by 

^ See Haney, L. H., “The Social Point of View in Economics," Quarterly 
Journal of Economics, Sept, and Nov., 1913. 
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which truth is sought. These are commonly called i nductive 
and de ducti ve. There is a method which is neither inductive 
nor deductive in the technical sense of the terms, and which 
may be called the statistical-method.^ This last, however, is, 
in the final analysis, a combination of the first two. 

In fact, one can scarcely follow either method to the absolute 
exclusion of the other, for they are complementary. Yet with 
some economists, deduction so predominates that their method 
is called deductive, and vice versa. Most thinkers, through some 
natural bent of mind, seem to follow one method more readily 
than the other. 

The deductive, or ^Tsolating,'' method is that which works 
from the general to the particular by mental processes of anal¬ 
ysis. In its practice, a knowledge of the forces or conditions 
affecting a problem is assumed, and the results are inferred ac¬ 
cording to certain logical principles; though, when most effec¬ 
tively used, obscr^'ations are made to test the validity of the 
assumptions as to forces and conditions and to verify the con- 
(ilusions reached. l"his method sonK'times leads a thinker to 
look within himself for his premises and to draw upon the con- 
c('pts and judgments of his mind. Hometimes such thinkers 
maintain that sufficient premises can he drawn from “common 
experience,” or “familiar facts,” and then they are apt to de¬ 
pend upon abstract, unverified “natural tendencies.” Thus 
Richard Whately, Archbishop of Dublin, argued that Political 

1 Sohonberg, Handhuch d. Pol. (^k., 3 Band 2, p. 206, art. by Ilvimelin. Also, 
Onokon, (Jrschichtc dvr National Okonomiv, p. 9, distinguishes (1) “die e.xacte oder 
philosophischc, (2) die historisrhe oder bessor historisch-statistisehe, iind end* 
lieh (3) die historisch-jihilosophische, *welehe einen synthetischen Character 
hesitzt.'” Quesnay, Ricartlo, von Thunen, .fevons, etc., pursued the first: the 
Mercantilists, Muller, List, Hildebrand, etc., followed the second; Aristotle, 
Smith, Marx, and Kant illustrate the last Ruinelin in the able discussion of this 
jjoint just referred to properly distinguishes between the inductive and the 
statistical methods, on the ground that the former deals with classes or kinds of 
which one thing or case can be taken as typical and made the basis for induction, 
whereas in statistics as a method pluralities are dealt with which have some 
iHstinguishing character in common, but may differ more or less as to other 
features. This makes analysis necessary. Thus we may oppose the statistical 
method to the inductive or to the deductive method taken alone. It seems, 
however, that the difference lies in the fact that the statistical method com¬ 
bines both, only thus making a peculiar method. 
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Economy needed no collection of facts. ^ And when, some years 
ago, an attempt was made to organize a society for the study of 
economic phenomena in an American city, the organizer was 
constrained to write, “The opinion prevails far too widely that 
political economists must be mere doctrinaires, and must con¬ 
tend for some set of opinions and some course of policy. Critical 
study of phenomena is as unpopular as free thinking in religion.’^ ^ 

It is this extreme type of deductive method that gives rise 
to what the German economist, Knies, has called absolutism 
of theory. God and the mind are unchangeable, sometimes runs 
the argument, hence deductions drawn from the nature of God 
and of the mind are of the same absolute character. If drawn 
by correct processes they are good for all times (perpetualism) 
and for all places (cosmopolitanism). “Political economy,^^ 
said an English economist of a former generation,*^ “belongs to 
no nation; it is of no country; it is founded on the attributes of 
the human mind, and no power can change it.^' And it was a 
similar spirit that led a more noted English economist, Tornms, 
to state that the period of doubt and controversy was passing 
away, so that within a generation all men might be expected 
to believe alike in economic theory. 

Of course, such conclusions are extreme, and represent an 
abuse of method, the trouble lying in the over-abstract character 
of the premises and the absence of verification of results; but 
they serve to point the lesson that pure deduction is, in eco¬ 
nomics at least, so dangerous that its employment may be re¬ 
garded with something akin to suspicion. Striking instances 
will appear in the thought of economists to be treated in these 
pages. 

There have been many revolts against this method of thought. 
Socrates ® and Bacon led such revolts in their days. About the 

* Political Economy, IX, pp. 148-150. 

* Professor Folwell, Johns Hopkins University Studies, Vol. VI, p. 7. 

* Lowe (Robert), “ Recent Attacks on Political Economy,” Nineteenth Centuryt 
November, 1878. 

* Essay on Production of Wealth, 1821. 

^ True, Socrates told man to study himself. Rut in his day that was a step in 
the dire(!tion of the concrete and inductive. The apparatus and method for the 
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middle of the last century, too, there arose a veritable insurrec¬ 
tion led by thinkers of the so-called H^torical Schactl. These 
men, most numerous in Germany, stood for the inductive 
method, that is, the method that works from the particular to 
the general and leads a thinker to look outside himself to the 
external world for facts to serve as the basis of empirical laws. 
This may be called the method of observation. The Historical 
School, as will be seen more in detail, denied that economic 
doctrines, especially if looking toward application as industrial 
policies, are good for all times and all places. Human nature 
itself, they urged, is not unchangeable. Th(‘ assumption of de¬ 
ductive economists that men aie guided in their economic ac¬ 
tivities by self-interest, they refused to adopt as a premise until 
it had been established inductively by observation of the phe¬ 
nomena of actual life and of the manifestations of human mo¬ 
tives. Also, th(^y insisted that such conclusions as that free trade 
and division of labor arc advantageous or that wages and Inter¬ 
cast tend to become equalized among different industries, are 
questionable, and can be established only by the collection of 
many particular cases drawn from different places and times. 

Here, too, we find extreme types, — types which, instead of 
excessive use of abstraction, become lost in concrete cases, and 
become so interested in verification that they discover little 
of principle. Though serving as a valuable corrective to the 
abstract dogmatism of the Classical economists, the thought 
of those economists who come nearest to using pure induction, 
by its barrenness of generalization, shows the danger of a one¬ 
sided use of the method of observation. 

As will appear further on, there has been much debate, espe¬ 
cially in Germany, over the relative merits of the two methods; 
though few, if any, now deny that each has its place. In fact, 

study of nature were not developed, and the abstract speculation of his time was 
largely concerned with the actual physical universe, etc. It was in Bacon’s spirit, 
then, that Socrates urged observation in study of man. Induction works out from 
the observation of special individual cases to the general rule or “law” which 
explains and which may serve as a basis for deductions. Socrates himself was 
both deductive and inductive. He objected merely to the exclusive and abstract 
use of deduction. 
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the disputes seem generally to have been based upon difTerences 
in judgment as to the scope or the completeness of economics. 

Those writers who make economics deal chiefly with such 
subjects as theory of value and money — especially if incliiKid 
to regard the science as nearly complete — make large use of 
deduction. And logically so. When the economist deliber¬ 
ately abstracts reflective choices ^ among utilities from emo¬ 
tional warns, or separates in his thought individual desires 
to consume or possess goods from ethical or political con¬ 
siderations, he may reach abstractly valid conclusions, and 
such conclusions may even have practical value. In dealing 
with such a question as the incidence of taxation, for exam¬ 
ple, observation and induction would, until very recent times, 
at least, have been relatively powerless; and the same may be 
said of the determination of the ^^shares^^ in distribution. 

When, however, economics has been regarded as having a 
very broad field, especially if including practical political and 
ethical considerations; or when it is taken to ho an applied 
science, there is apt to be a feeling that abstraction must leave 
out so much that it will become over-heroic. It is quite true, 
moreover, that in dealing with such subjects as poor laws and 
tariff protection observation and even experimentation are prac¬ 
ticable. Also, there is less likelihood that the science so con¬ 
sidered could be regarded as complete; consequently the tend¬ 
ency is to depend upon induction to establish new premises or 
to verify old ones. More facts are called for, and history and 
statistics are the natural recourse. 

In short, (1) if a thinker regards his science as complete, he 
tends to be deductive; and vice versa. And (2) if he narrows its 
scope, by abstraction or otherwise, he produces a kind of sim¬ 
plicity which encourages deduction; and vice versa. (But that 
kind of ^^simpliflcation^^ which seeks to unify all human motives 
and sanctions in a ^^sociology'' or a ‘^natural order/^ is apt 
either to rely upon tremendous underlying deductions, or to be 
devoid of any scientific uniformities whatever.) Finally, (3) if 
one considers Economics as a positive science based upon the 
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assumption of “existing conditions/’ one may go further in 
drawing deductive conclusions than if one considers it a norma¬ 
tive discipline, and seeks to control human activities. (In the 
latter case, however, one must have a “plan,” and that involves 
a great preliminary deduction and its use as a major premise!) 

As one looks back over the course of economic thought and 
examines its changing methods, one is reminded of attempts 
that have been made to distinguish certain stages in the evolu¬ 
tion of human thought in general, notably the three stages of 
(^omte. l"hes(^ stages were called by (Jomte ^ the thc'ological, 
the metaphysical, and the positive. In the first stage men seek 
a “ cause V for phenomena, and find it to lie in the immediate 
action of supernatural l)eings. In the second, one great entity, 
“nature,” is substituted as the cause, and the phenomena are 
said to be due to abstract “essences ” or forces within the objects, 
Init separate from them: sleep is caused by a “soporific prin¬ 
ciple”; water rises in the tube because “nature abhors a vac¬ 
uum.” In the positive stage, men classify phenomena and estab¬ 
lish sequences in the nature of cause and effect; they discover 
quantitative relations and se('k to represent all phenomena as 
aspects of a single general fact. During the theological and 
metaphysical stages, the deductive method is predominant. 
Early investigators may be regarded as overwhelmed by a multi¬ 
plicity of facts, to gather tog(^ther and classify which required 
time. M('anwhilc it was necessary to regard each fact as more 
or less isolated — which left the mind’s desire for unity un¬ 
satisfied, — or seek an explanation from within the thinker’s 
own consciousness. The result was the dogma that it is God’s 
will, or some metaphysical law of “nature.” Those who thus 
traced all phenomena to a few easily grasped “causes” bore 
everything before them.^ 

The triumph of such abstract deductive methods was only 
temporary. Becoming weary of empty speculations, as their 

' Positive Philosophy, Chap. 1; Martineau’s translation, p. ^6. 

^ Cf. Hobhouse on “ Comte’s Three Stages” in the Sociological Review for July, 
1908. 
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slight foundations were perceived, men turned to follow those 
who confined their attention to the knowable and attempted 
to explain that by more rational and concrete methods. Thus 
there came about a condition similar to Comte\s positive stage. 

It is, however, improper to speak of these methods as stages 
in the sense of their following one another in chronological 
order; for they overlap, and cases may be found of the con¬ 
temporaneous existence of all the stages, even in the field of a 
single vscience. There are ^theological” economists today, per¬ 
haps, and certainly there are economists whose mode of thought 
places them in the metaphysical stage. An extfeme illustration 
will serve to make the meaning clear. The American economist, 
Henry C. Carey, in speaking of the Malthusian theory of popu¬ 
lation, asks how a good God could allow such things as it teaches. 
He declares the doctrine incompatible with God\s character; 
therefore it is untrue. Of course he does not stop here in his 
argumentation, but the point is that he introduces this reason¬ 
ing as an essential support for his ideas. Political economists of 
the metaphysical type, a type preeminently English, tend to 
deduce all economic phenomena from so-called fundamental 
principles of human nature, axioms, and arbitrary definitions. 
Their earmark is a certain use of the word ‘^natural.” Glib ex¬ 
planations that this or that is according to a law of nature or 
that human nature is thus and so, are the danger signals. The 
legal thought of the past generation is a notable lingering place 
of this taint; and those economists who argue about “natural 
rates” (for wages, railway charges, etc.) maintaining that com¬ 
petition is natural, for instance, show a similar tendency. As 
already stated, the method of thought of such men is necessarily 
deductive. 

It remains to be observed that cycles in method seem to have 
existed. The deductive or philosophical-abstract method pre¬ 
vailed in all early economic thought of a formal character that 
has been recorded. Then the Mercantilists and the Kameralists 
of the sixteenth and seventeenth centuries showed some tend¬ 
ency toward an inductive, though rather empirical, method. 
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But the early French economists and Adam Smith were pri¬ 
marily deductive, and the “Epigones” who followed degen¬ 
erated into dogmatism. The early historical economists then 
arose as an inductive school, perhaps even going to extremes; 
and, after a generation given to the collection and comparison 
of facts, the need for deduction became effective. The Austrir" 
school of economists and Professor Marshall, in England, then 
came to the front; but their method is not that of the older de- 
ductionists, being based upon the preceding era of induction 
and largely free from theological and, to a less extent, from 
metaphysical tendencies. The cycle has not been a circle, but 
a spiral, rising to higher planes. 

At the present time economists are largely engaged in con¬ 
crete investigations, historical and statistical; but numerous 
treatises are appearing, indicating the concomitant and scien¬ 
tific use of both methods. Induction and deduction, the con¬ 
crete and the abstract, must go hand in hand. 



CHAPTER II 


THE ORIGIN AND TARDY DEVELOPMENT OF 
ECONOMIC THOUGHT 

The origin of economic thought is lost in the past. In its sim¬ 
plest form it must have always existed wherever thinking beings 
sought to gain a living. Economic ideas of any definiteness find 
their earliest expression, howev(T, in rules of conduct or moral 
codes formulated by priests or lawgivers. These moral cod(‘s, 
like the Mosaic law, for example, in dealing with man’s place 
in the world, with life and death, and the ends of existence,^ 
necessarily touched upon economic matters. If it be ,said that 
custom ruled the early civilizations and that these codes were 
the expression of custom, the same conclusion holds. The philos¬ 
ophy underlying was broad and simple, and economic conc(‘pts 
were presented with those of ethics and religion as one whole. 

Not until group life began to move in the new and complicated 
ways of money economy did economic ideas begin to becoiiKi 
sharply differentiated. It was when problems of colonies, inter¬ 
national trade, money, taxation, etc., arose, that the Greeks 
began to discuss economic questions. 

The reasons for the tardy development of important eco¬ 
nomic ideas among the ancients are significant, for tlujy throw 
light upon the origin of the science and the factors essential 
to its growth. These reasons fall into two great classes, 
being partly subjective, partly objective, — though the close 
interrelation between them is noteworthy. 

Among the subjective or psychological causes, perhaps the 
first to be noted is the tendency of the ancient thinkers to look 
down upon wants for material things. Material pleasures and 
the gratification of bodily desires were frequently frowned upon. 

^ Schmoller, Grundriss der allgemeinen Volkawirtschaftslehre, s. 69 ff. 

28 



ORIGIN AND TARDY DEVELOPMENT 


29 


Socrates thought that to have few wants was god-like, and that 
was the spirit of the Hindu philosophy. Where such an attitude 
prevails, the development of a science which deals with the 
means of gratifying wants is difficult. It implies a disregard 
for the material. 

In association with this disregard for material consideratioas 
it was characteristic of ancient thought concerning social mat¬ 
ters that a dominant place was given to the moral sanction. 
Then, as now, ethical and economic ideas were closely inter¬ 
related. Today, however, we consciously separate the two, and 
often recognize economic considerations as the controlling factor, 
sometimes calling that right which is deemed to be conducive to 
material advantage and the gratification of our expanding wants. 
The ancient thinkers were less prone to take their wants seri¬ 
ously, as ultimate considerations, and sought happiness through 
the “good’' life rather than the full life.^ They thought happi¬ 
ness could be reached more directly, as it were, without the 
elaboration of that mass of means which we call wealth. 

This fact was no doubt partly due to the prevalence of ab¬ 
solute authority, either in the shape of family, tribal, royal, or 
priestly heads, whose “thou shalt” was law, or in the shape of 
custom. Custom was a paramount force limiting choice and 
competition, and tending to conceal the importance of economic 
motives. 

In short, there was more speculation about morals than about 
economic life. Ancient philosophy in its social aspects was 
simple, the political, economic and ethical values being little 
differentiated, and under the circumstances the whole was per¬ 
vaded by a moral tone. 

Part and parcel of the subjective attitude of ancient eco¬ 
nomic thought is the fact that some of the interests most con¬ 
ducive to economic study were especially deprecated. One of the 
most fruitful sources of economic speculation has been the ear¬ 
nest desire to better the condition of the laboring classes. But, 

^ E.g., the “full dinner pail,” “a chicken in every pot,” “a more abundant 
life,” etc. 
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in general, pagan philosophy taught that industry, except, per¬ 
haps, in agriculture, is degrading to body and intellect. Slavery 
was common. Artisans belonged to the lowest ^^caste.^’ During 
the greater part of their history the Greeks and Romans despised 
the laboring and trading classes. Aristotle, for example, argues 
that in the best government, where the citizens are all virtuous 
and happy, ^^none of them should be permitted to exercise any 
low mechanical employment or traffic, as being ignoble and de¬ 
structive to virtue”;^ and Plato, in treating of the ideal state, 
deems it not worth while to concern himself with the trading and 
artisan classes. The above quotation from Aristotle goes on to 
say that those destined for public office should not even be 
husbandmen, for leisure is necessary to improve in virtue and 
fulfill one’s duty to the state. This suggests that his disapproval 
of labor arises in part from other grounds than its inherent base¬ 
ness, namely, from his belief in the expediency of leisure. (This 
side of the philosophers’ attitude toward labor has often been 
overlooked.) 

When it is remembered to what an extent the development 
of political economy has gone hand in hand with a recognition 
of the importance of labor, the significance of the preceding 
ideas appears. Adam Smith ascribes to labor so much, that 
the Socialists profess to have learned from the Wealth of Nations 
to attribute all value to labor, and to demand for labor the 
entire product of industry. 

The same general point concerning indifference or aversion to 
economic phenomena might be made with regard to financial 
matters, though with some exceptions. 

The omnipotence of the state in antiquity and the ascend¬ 
ancy of purely political interests were other factors retarding 
the development of economic thought. Where political specu¬ 
lation, as such, absorbs the attention of thinkers, economics 
remains in a subordinate place. While the mere fact of the 
dominance of the state and absence of individualism does not 
seem necessarily to preclude a sort of Social Economics, it does 

^ Politics, VII, iv. 
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limit the field for the objective expression of individual valua¬ 
tions, and tends to subject economic considerations to political.^ 
Certainly Economics did not come into existence as a science 
until the importance of the individual had been realized in a 
way different from what it ever was in antiquity. 

So far as it was the idea of the ancients to gain wealth by 
conquest and forced labor, another subjective force working 
against the evolution of economic thought may be distinguished. 
This idea — and it played no small part in ancient civilizations 
— is not in harmony with the aim of political economy, which 
seeks the laws governing wealth that is gained by domestic 
production and by the peaceful exchange of domestic products 
for foreign goods. 

Finally, among subjective reasons, must be mentioned that 
tendency in men which leads them first to busy themselves with 
the remote. That ^familiarity breeds contempt,^' while dis¬ 
tance lends enchantment,^^ is true in the evolution of science. 
As Sir Henry Sumner Maine remarks, in discussing family types 
in certain countries, natural families have not been as carefully 
examined as could be wished; they have not the strangeness of 
the house community in the eyes of the observers.” ^ Wonder 
and surprise are effective causes for interest and study.® Remote 
and mysterious things arouse our curiosity, leading to hazardous 
mountain climbing and quests for the north pole. So astron¬ 
omy was the first of the natural sciences, and to this day many 
men by their gifts for astronomical research illustrate the same 
attitude. Economic phenomena, especially in the days of rela¬ 
tively static and simple economic life, were slow in arousing 
interest. Because of their nearness and the general superficial 
familiarity with them, they were not singled out for special study. 

^ The distinction between those factors which prevented or retarded and those 
which merely modified or determined is to be observed. The same factor may 
have both kinds of effect. The modifying, directive aspects of these and other 
factors will be discussed below. 

* Early Law and Custom, Vol. VIII, p. 24.3. 

® Adam Smith discusses this general idea in his essay on The Principles which 
lead and direct Philosophical Enquiries, Illustrated by the History of Astron¬ 
omy.” {Works, Vol. V, pp. 66, 88.) 
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From the objective point of .view, economic thought was ham¬ 
pered in two general ways: the phenomena were lacking, while 
attention was called from such economic phenomena as there 
were, and directed to other fields. To put it in another way, eco¬ 
nomic phenomena were deficient in number and in weight, that 
is, absolutely and relatively. 

Early civilizations generally flourished in warm and well- 
watered regions where it was not difficult for a relatively sparse 
population to get a living. The thinkers of such civilizations 
ordinarily belonged to or were dependent upon a dominant class 
supported by a servile population. Under such circumstances, 
the problems arising out of scarcity and labor and abstinence were 
given scant attention. Economic values required little study. 

The subject matter of Economics, as a social science, is human 
relations. So far as the production and distribution of wealth 
are directly involved, it deals with relations among individuals, 
among households, among states, and the reciprocal relations 
which in turn arise among these various units. This great com¬ 
plex of relations did not exist in the past to anything like the 
same extent that it now does. Especially simple were the re¬ 
lations between states, and those between individual and state. 

More concretely, division of labor was not carried very far. 
An independent domestic economy means a large degree of 
economic isolation, and this characterizes the states of antiquity. 
Only with the growth of division of labor and exchange could 
economic relations grow in number and significance, and de¬ 
velop that volume, complexity, and intensity which are re¬ 
quired to stimulate economic thought. 

Still more concretely, the problems of public finance were 
relatively unimportant. The revenues and expenditures of 
the ancient Grecian states, for example, were comparatively 
insignificant. When the Peloponnesian War began, the entire 
revenue of Athens amounted to about 1000 talents, or a little 
over $1,000,000.^ This would be but a bagatelle in the budget 

^ Blanqui, History of Political Economy, p. 13. Taken from Grote, Vol. VI, 

p. 10. 
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of a modern state. The French budget for 1909 estimated the 
revenue of the state at 3,973,265,048 francs, say S790,000,000, 
and the expenditure at 3,973,035,678 francs. The total esti¬ 
mated ordinary receipts, of the United States were similar, while 
by 1929 these had risen to exceed $4,000,000,000. The financial 
operations of Rome were, of course, much larger than those of 
the Grecian states, but they were far less complicated than ours. 
War was in general self-supporting, and even yielded a revenue 
in the shape of booty and tribute. Public debts like those of 
the modern nation were undreamed of, and such taxes as existed 
were “farmed” out to be collected by private contractors. 
When one recalls the important part public finance has played 
in economic thought, as seen in the careers of Sully and Colbert, 
for instance, and in the United States after the Civil War, one 
realizes that a great stimulus was lacking. 

Or consider foreign trade. International commerce gives rise 
to many interesting (questions of political economy, but it was 
not encouraged by ancumt states, whose ideal was national ex¬ 
clusion. Si)arta was such a state; and Platons ideal states, even 
the second best, limited intercourse with foreigners, the barbaroi. 

The ol)jectiv(i factors, which, by attracting merits attention 
and energies, threw into the background the consideration of 
such economic phenomena as existed, also embraced certain 
social institutions and customs, i.e., subjective factors that had 
become crystallized. Practical politics, war, religious activities, 
filled a large part of men\s lives. The relative lack of security 
both for life and ])roperty which characterizes ancient times 
was also an important factor in retarding saving, exchange, 
and economic activities in general. 

Thus, the phenomena being rudimentary, and the spirit or 
mental attitude indifferent or hostile, it is little wonder that 
the peoples of antiquity not only did not evolve a body of eco¬ 
nomic doctrine, but even showed a paucity of economic ideas. 

In what has gone before, reference has been made to the 
ancients alone. Much that has been said, however, is appli¬ 
cable to peoples of later times. Although it was formally quite 



34 


HISTORY OF ECONOMIC THOUGHT 


different, during the period of the Middle Ages, as will appear 
in the chapter dealing with that period, the situation was not 
dissimilar, whether regarded subjectively or objectively. On 
the one hand, the teachings of the Church were hostile to trade; 
on the other, division of labor and exchange were undeveloped, 
and man's energies were occupied in reconstructing political in¬ 
stitutions and in developing the arts. 

Then came the era of Reformation and Renaissance. The 
attitude of men toward the world and material things was 
changed, while economic relations were multiplied by discoveries 
and inventions and the extended use of money. More and more 
men thought economic thoughts, and erelong the science of 
Political Economy was born. 



B. ECONOMIC THOUGHT BEFORE THE 
SCIENCE OF ECONOMICS 




L ECONOMIC THOUGHT OF THE ANCIENTS 

In the chapters which follow next, it is not intended to con- 
v('y the idea that a science of Economics existed prior to the 
(eighteenth c(entury. Quite the reverse. These chapters are to 
deal with fragmentary economic thoughts, or with economic 
thoughts which are found (^mb(Hld(ed in ethical and religious 
systems. Yet these thoughts are the stuff of which the later 
economic theories W(‘re partly made; and, although from the 
point of view of economics tln^y hail from a pre-scientific period, 
tlnur imjwrtance as a factor in determining the course of the 
sci(Hice may not safely be overlooked. Accordingly, the reader 
is asked to direct his attention to the following sketch and brief 
analysis of the economic ideas which obtained in the ancient 
and medieval worlds. 

h^ven if the present work were limited to the history of Eco¬ 
nomics as a science, it could not well omit some discussion of 
the origin of the science. At the very least, one must under¬ 
stand Mercantilism^^ if one is to understand the Classical 
E.conomics of Adam Smith and his followers. But no thorough 
und(‘rstanding of Mercantilism is possible without knowing 
something of the medieval conditions and thought w^hich pre¬ 
ceded it. 

To suggest a few illustrations: The ideas of the ancients con¬ 
cerning w^ealth and wants have ever stimulated idealistic 
thoughts among economists Ihing in periods more given to 
materialism: such ideas may be traced in the history of Social¬ 
ism, and as ‘‘nature philosophy,’’ have affected all social 
thought. Even today, one can scarcely discuss interest in any 
extended way without going back to the Bible and to Greek 
notions. How could the Classical political economy of England 
be understood without a knowledge of the Mercantilist period, 

including such men as Locke and Petty? And an understanding 
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of these men takes one back to the medieval period, which 
period, roughly speaking, is half ancient. Kameralism has been 
the mother of modern German economic thought, and Kameral¬ 
ism was in large part the offspring of ancient ideas and notably 
those embodied in the Corpus Juris Civilis. 



CHAPTER III 


ORIENTAL ECONOMIC THOUGHT, ESPECIALLY THE 
CONCEPTS OF THE HEBREWS AND HINDUS ^ 

Some general points of contrast may doubtless be found in 
comparing the economic thought of the Orient with that of 
the Occident. For example, within certain racial or national 
bounds, nearly all Oriental peoples will be found to have had 
ideals of a closer brotherhood than have obtained in western 
countries. Eastern peoples, too, have generally tended to a less 
materialistic view of life, not striving eagerly for industrial 
progress: moral or religious codes have usually played a greater 
part in shaping their thought. 

Much of the contrast that has been drawn, however, would 
not have held for the remote past when the civilization of the 
West was young, and both Orient and Occident were in some¬ 
thing like Comte's theological stage; while so diverse are the 
numerous peoples which come under the head of Orientals that 
truly general contrasts are very few, and are for the most part so 
broad as to lack force and precision. Believing, then, that it is 
quite impossible to generalize with any great significance con¬ 
cerning Oriental economic ideas as a whole, the author proposes 
simply to state what is known about such ideas as they “were 
held by the Semitic and Aryan peoples of the west and south of 
Asia. To lump Chinese, Medes and Persians, Jews, Japanese, 
Arabs, Hindus, even Egyptians, together in one topic, as is 
sometimes done,^ is misleading, to say the least; but those con- 

^ Cf. Cooke, “Old Testament Economics,” in Economic Renew, XIX, no. 4; 
Marigny, Histoire de Veconoime politique des anciens peuples; Michaelis, Com- 
menlaries on the Laws of Moses (Eng. trans., London, 1814); Jewish Encyclopedia, 
articles on agriculture, usury, etc.; and the following footnote references. 

* E.g., Cossa, Introduction to the Study of Political Economy; Ingram, History 
of Political Economy. 
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cepts of the Hebrews and of the Hindus which ha\ o clear eco¬ 
nomic significance may be briefly stated. Then, if there be any 
common ground, some precise generalization may follow. 

It may be observed in advance that the subject matter fur¬ 
nished by the ideas of these two peoples has this much in com¬ 
mon: it is the economic thought of two south-Asiatic peoples, 
both of ancient civilization, and based upon an agricultural 
economy; and practically all is drawn from the writings of 
priestly lawgivers. 

It follows from this latter fact that any idealistic tendencies 
will be emphasized, perhaps to such an extent that doubt may 
be felt as to how truly the common thought is expressed. But 
when one reflects that the lives of these people were largely 
determined by these writings, this doubt loses some importance. 
And above all, it is just these writings which have come down to 
us, exerting a powerful influence all through the Middle Ages 
and even to our own time; so that, from the standpoint of the 
history of economic thought, their significance is not slight. 

Several more or less practical reasons make this particular 
inquiry worth while. For one thing, there is its value as a study 
of origins. These peoples were, in a sense, in the childhood of 
civilization; and, just as psychologists are interested in child 
psychology, economists may learn lessons from child economics. 
Or, if it be true, as many believe, that there is a large degree of 
connectedness in the development of the economic thought of 
the world, — a degree not generally realized to the full, — the 
study of early sources gains importance; and, if it is found that 
at the sources religious or moral sanctions dominate, then a 
study of the economic aspects of religious or moral concepts and 
codes is required. 

While there is no logical necessity for treating Oriental ideas 
as a whole, as do some writers,^ it is essential to analyze the 
thought of the Hebrews in this respect. No one will deny that 
many of our religious and moral beliefs are traceable directly to 
Hebrew thought, and that these beliefs have in the past had, 

^ E.g., Kautz, Geschichtliche Enlwickdung d. National Oekonomie. 
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and will in the future have, considerable influence over economic 
ideas. A large part of these have come down to us through 
Christianity, which in its origin is an essentially Oriental re¬ 
ligion. 

This study, too, will illustrate and emphasize the importance 
of the relationship between economic thought and morals and 
ethics, a relationship which, without being confused, needs to 
be borne in mind by the economist. 

And of some practical significance is the fact that light may 
be thrown upon economic concepts which to some extent obtain 
in the Orient even to this day. 

Economic Thought Expressed in Rules of Conduct, Law, 
etc. — As has been said more than once, the central idea of 
Hebrew government and education was the fulfillment of the 
law, the commands of Moses or the prophets forming the stand¬ 
ard in all thought and action,^ and the situation was quite 
similar among th(‘ Hindus. Now such a situation meant a minute 
regulation of (.‘veryday life,^ its economic aspects included, and 
it follows that the material for this study is mostly drawn from 
rules of conduct or laws. A study of those regulations of the 
Hebrews and Hindus which are significant as indicating the 
character of their economic thought shows that the following 
subjects were the most important: occupations, agriculture, in- 
tor(\st and usury, labor and wages, property rights, taxation, 
inheritance, weights and measures, adulteration, monopoly, and 
the poor. All of these topics cannot be treated here, but only 
those about which the regulation was considerable and of clear 
intent. 

Usury. — The Mosaic law forbade lending ‘‘ upon usury,” 
that is, at interest; it prohibited ‘‘usury of money, usury of vic¬ 
tuals, usury of anything that is lent upon usury.” ^ This applied 
only to fellow Hebrews, however, loans on usury to strangers 

^ Conder, Judas Maccahaeus, p. 24. ' 

2 AmonK the Jews the prophets, however, were generally opposed to such a 
regulatory spirit, tending to ignore the regulations. See, e.g., Amos vii, 10 flF.; 
Hosra vi, 6: Isaiah i, 10-17. 

3 Deut. xxiii, 19, 20. 
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being allowable. Mercy in case of loans to the poor ^ was en¬ 
joined. Some evidence of development in the law of usury 
exists, for, in the first pronouncement, interest-taking was for¬ 
bidden in the case of loans to the poor alone (Ex. xxii, 25); ^ but 
later — perhaps because of fraud — the prohibition was ex¬ 
tended to all Israelites. The exception of strangers must have 
made loans at interest possible by using such persons as inter¬ 
mediaries. When, in post-exilic days, trade increased and with 
it loans of capital, the Rabbis made further modifications.^ 

Two kinds of loans were distinguished by Mosaic law: ^^Thou 
shalt not give him (1) thy money upon usury, nor lend him 
(2) thy victuals for increase ^ (Lev. xxv, 37). Neither is to be 
thought of as connoting all that the term interest^' does, as 
used in economics, for they involve no concept of capital, and 
but an imperfect one of value. The Mosaic usurer was merely 
one who lent things for considerable periods of time, receiving 
three shekels where he had given two, or three bushels for two. 

In fact, the law seems to have desired that lending should be 
regarded as a form of charity, ordaining that the poor be given 
loans even though the seventh year, when debts should lapse, 
were at hand, or though no security were given (Deut. xv, 7-9; 
xxiv, 13). It must be remembered that such regulation went 
hand in hand with legislation which aimed to prevent the 
alienation of property, and that the seventh and jubilee years, 
if enforced, would have put lending on a very different basis 
from what is usual. 

But the Mosaic law was not maintained in force without 
modification. The jubilee year was not enforced, and com¬ 
mercial dealings grew. Solomon appears to have been engaged 
in much trading, and after the return from Babylon, where 
commercial transactions of many kinds were highly developed, 

^ Deut. xxiv, 10-14. 

2 Cf. Driver, Introduction to the Literature of the Old Testament, pp. 35 f. 

^Jewish Encyclopedia, article on “Usury.” 

* No essential difference in treatment appears in the law; but the word “in¬ 
crease,” indicating that which was forbidden in the second kind of loan, is 
different from the one translated as “usury,” and this might indicate a different 
attitude toward the former, as being more liable to fluctuations in value and bulk. 



ORIENTAL ECONOMIC THOUGHT 


43 


including lending at interest, the Hebrews parted more from the 
spirit of the old laws. The word meaning ‘^per cent'' does not 
seem to have been used until after the captivity, the idea of 
interest as a rate being found in Nehemiah for the first time; 
here the prophet exhorted the usurers to restore ^Hhe hundredth 
part of the money, and of the corn, the wine, and the oil, that ye 
exact of them" (v, 11). An attempt was made to keep the letter 
of the law, however, and its importance to an understanding of 
medieval doctrines is well known. 

The security for loans, above referred to, was in the nature of 
a “pledge," and there was some regulation concerning such 
pledges. One rule might be formulated thus: Thou shalt not de¬ 
mand as a pledge any of thy brother's necessities. For a man's 
upper garment must be returned before nightfall, and “no man 
shall take the nether or the upper millstone to pledge: for he 
taketh a man's life to pledge" {Deut, xxiv, 6). Another rule was 
that one must not go into the borrower's house and take his 
pledge, but must let him bring it out; and if the borrower were a 
poor man his pledge should be returned before the night {DeuL 
xxiv, 10-13). In the book of Job men are upbraided for taking 
the widow's ox as a pledge, and for taking pledges when no cor¬ 
responding loans had been made (chaps, xxii, xxiv). 

Among the most striking regulations of the Brahmanic law 
wore those concerning interest and usury. Money-lending by 
the higher castes was closely restricted; Brahmanas and Kshatri- 
yas could not lend anything at interest, acting like usurers, ex¬ 
cept to exceedingly wicked persons who neglected their sacred 
duties.^ “Now they quote also (the following verses): ‘He who 
acquiring property cheap, gives it for a high price, is called a 
usurer and blamed among those who recite the Veda.' " ^ In 
case of loans made without security the following terms were 
legal: for gold, double value (i.e., 100 per cent); for grain, treble 
the original price; anything sold by weight might be lent at eight 
times the original value. ^ On security, the following law ob¬ 
tained: “ ‘Hear the interest for a money lender declared by the 

^ Vdsishtha, II, 40 ff. ^ Ibid. ^ Ibid., 47. 
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words of Vasishtha, 5 mashas for twenty (Karsha-paiias may be 
taken every month): thus the law is not violated/ ” This meant 
about 15 per cent per annum. By another provision, 2, 3, 4, and 
5 per cent might be taken from the four castes respectively. 
There was difference of opinion as to a limit for aggregate inter¬ 
est payments, some holding that, in some cases at least, interest 
should only be paid for one year, others that interest should 
cease after the principal had been doubled. In any case, “the 
King’s death shall stop the interest on money (lent); and after 
the coronation of (a new) King the capital grows again,” — 
illustrating the dominance of political considerations. 

Various kinds of interest payment were distinguished: there 
might be compound, periodical, stipulated, corporal, daily, and 
use of pledge,^ — corporal interest being that paid in labor, use 
of pledge referring to cases in which the lender made use of 
some security, such as a beast of burden. 

Thus the fact is apparent that among the ancient Hindus 
interest was closely connected with some concept of a just price; 
that the rate varied with the caste, and that a wick(ul man 
might be bled where another might not be; that the rate varied 
with the thing lent, loans of money and staple commodities like 
grain bearing a lower rate than others; and that there was some 
maximum limit for aggregate interest payment. 

One striking similarity between the ideas of Hebrew and 
Hindu on the foregoing subject must have been noticed, napiely, 
the notion that there should be some maximum for interest 
payment. At the death of the king or the jubilee year or the 
doubling of the principal, interest should cease. Both peoples 
dreamed of the establishment of a tabula rasa, when, to a greater 
or less extent, debtor and creditor should be equalized. It will 
be observed, too, that both peoples drew distinctions between 
borrowers: money or other things might be lent at usury, here 
to the “stranger,” there to the “exceedingly wicked person” or 
to the lower caste. 

^ Saa'ed Books of the East, Max Muller, editor, Vol. II, p. 230; Gautama, XII, 
30-35. 
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Commercial Regulations and Just Price. — That some prog¬ 
ress was made in reasoning about commercial matters is evi¬ 
denced by a set of measuriis directed toward securing justice 
in buying and selling. Both Hebrews and Hindus had care¬ 
ful regulations against false weights and measures/ and against 
adulteration. Provisions agaiast speculation, monopoly, and 
the like were even more significant. Raising market prices by» 
speculative means was disapproved of by Rabbinical law, be.ng 
classed with usury and false weights, and middlemen were not 
tolerated. The export of necessary artick's of food was forbid¬ 
den, and in time of famine no storing was allowable — all must 
be put upon the market. Hand in hand with these ideas went a 
limitation of retail storekeepers^ profits to 16| per cent.^ 

The Brahmanic law exhibits similar concej^tions. It laid a 
penalty upon any company of merchants who hurt the market 
for a commodity by selling it under its price, and a like one 
upon those members of such a company who sold an article 
belonging to the whole company for mor(‘ than it was ^Svorth,’' 
to their own profit. Suggestive of modern commercial usage 
is the following provision: He who buys unawares in open mar¬ 
ket the property of another man from one not authorized to 
sell it is not to blame; but the owner shall recover his property. 
If, however, he has bought it in secret and under its price, the 
purchaser and the vendor shall be punished as thieves. 

These regulations all point toward an underlying conception 
of a just price. The things forbidden are “false” weights, “false ” 
money values (usury), “false” commodity values (monopoly, 
underselling, enhancing, etc.), “false” profits, and the like. 
This, indeed, seems to be the normal point of view of a people 
whose goods and services are not evaluated in markets in the 
economic sense, and it will be found down through the Middle 
Ages, with a recrudescence with regard to monopolized com¬ 
modities today. Competitive markets being practically im- 

^ See Vishnu, V, 122-127; Amos viii, 4-6; DeuL xxv, 13-15; Jewish Encyclo¬ 
pedia, article on “Police Laws." 

^ Jewish Encyclopedia, hefpre cited. Such regulations were, of course, post- 
exilic. 
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possible in old Oriental industry, — to this day there is no one 
price in the Oriental shop, — the consumer was very likely to 
be exploited,^ and hence these regulations. 

The position of the state with regard to mines and other eco¬ 
nomic agencies is significant. According to the Institutes of 
Vishnu, the king was to keep the whole produce of mines; ^ 
and let the king, so runs the pronouncement, appoint able offi¬ 
cials for the working of his m nes, for the levying of taxes and 
of fares to be paid at ferries, and for his elephants and forests.^ 

Labor and Caste. — With such a social and industrial organ¬ 
ization as was possessed by these old Oriental civilizations there 
could have been no labor problem in the modern sense. There 
were wage workers, however, and in regulating the relations 
between employer and employee some rudiments of labor law 
were provided. By Brahmanic law, a hired workman who 
abandoned his work before the term had expired was to pay 
the whole amount of stipulated wages to his employer and a fine 
to the king.^ What had been destroyed through his negligence 
must be made good to his employer. On the other hand, if an 
employer dismissed a workman whom he had hired before the 
expiration of the term agreed upon, he must pay the full amount 
of wages stipulated and a fine to the king, unless the workman 
were to blame. From the Mosaic laws little can be gathered. 
As wages are mentioned, there were wage earners, but their 
payment was probably largely in kind. The chief regulations 
concerned mercy and justice to the laborer, commanding the 
daily payment of wages ^ and warning those who oppressed the 
hireling.® 

Labor was regarded as honorable by the Hebrews; but no 
special encouragement appears to have been given to it, except 
in agriculture. It was not until trade was later developed that 

^ Charged **unreasonable rates,” we would say. 

* Vishnu, III, 56. 

3 Ibid., 16. 

* Ibid., V, 153. 

^ Devi, xxiv, 15; Lev. xix, 13- 

* Mol. hi, 5. 
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attention was paid to the artisan wage worker, the Mosaic law 
showing almost no regulation of trade. 

Perhaps here is the place to mention briefly the economic 
significance of the caste system as found among the Hindus. 
It was, as Cossa says, division of labor gone to seed. It stood 
for rigidity of society and for permanent inequality among 
social classes, — conditions which mean a point of view in eco¬ 
nomic thought. The four castes, beginning at the top, were: 
Brahmanas, Kshatriyas, Vaisyas, and Sudras. The functions 
which the dominant elements conceived to belong to these castes 
were as follows: ^ Brahmanas existed to study and teach the 
Veda, to make sacrifices for others, and to give and accept alms; 
Kshatriyas were constantly to practice arms and protect the 
world, receiving due reward in taxes; Vaisyas were the husband¬ 
men, tending cattle and tillage being their chief functions, with 
traffic and money-lending allowable; finally, the Sudra was the 
artist and artisan, having as his general duty the service of the 
superior castes. One of the great duties of the king was to keep 
the four castes in the practice of their several duties. 

That some elasticity was possible in th's system appears 
from the fact that in time of distress each caste might follow 
the occupation of the one below it In general, however, the 
most severe separateness was to be maintained, and any man 
having connection with a woman of one of the lower castes was 
to be put to death.2 

Agriculture Favored. — Although trading gives greater 
profits, these may all be lost in a moment; therefore, never 
hesitate to buy land,'^ runs an old Rabbinical maxim; ^ and 
the sage author of the book of ProverbSj in a like vein, says, 
‘‘He that tilleth the soil shall have plenty of bread.^' ^ In fact, 
although an earlier condition in which the shepherd was favored 
over the tiller of the soil may be indicated by the story of Abel 

^ Sacred Books of the East, Vols. II and XIV, translations edited by Max 
Muller: Vishnu, III, 26-27, 66-62; Vasishtha, II, 13-20. 

2 Vishnu, V, 43. 

» Yeb. 63 a. 

^ Prov. xii, 11 (Revised Version). 
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and Cain, it has been well said that agriculture was the basis of 
the national life of the Israelites, state and church both being 
founded upon it.^ The dominant place given to agriculture 
may be accounted for in part on the ground that the codes, 
hymns, and maxims of these Oriental civilizations were largely 
drawn from a time when pastoral peoples were just settling 
down to an agricultural life, and it seems likely that a more or 
less conscious purpose of the lawgivers was to fix their people in 
such a life. 2 

On the other hand, there was a tendency to regard trade and 
the crafts with disfavor. The Vaisya husbandman stood alx>ve 
and aloof from the Sudra artisan. The Jew came to regard the 
trader with a considerable degree of contempt, calling him 
^^Canaanite.’^ ^ To what extent it was cause, or to what extent 
effect, may be impossible to say, but coupled with this attitude 
of the Hebrews is the fact that they did not enter into commerce 
or manufactures to any considerable extent. In the books of 
Maccabees husbandry is mentioned, but trade is not. Josephus 
states that even in his time the Jews were not addicted to trade. 
There seems to be no evidence that free-born Israelites were 
artisans prior to the exile, and the crafts were accounted ignoble 
and left to slaves.^ It is true that Solomon carried on commerce, 
but even in this case it was done through the Phamicians, and 
by the government rather than the people. 

This relatively high esteem for agriculture is, perhaps, not 
so significant as it would be in a people which had progressed 
further industrially, but still it remains a noteworthy charac¬ 
teristic of many Orientals in their attitude toward industry. 
And this affected their regulations both positively and nega¬ 
tively; it meant that much regulation of later times, with the 
ideas corresponding, was uncalled for; while their laws were 
hostile to the growth of manufactures and commerce. 

Jewish Encyclopedia, art. “Agriculture.” 

* Cf. Kautz, Geschichtliche ErUwickelung der National Oekonomie, p. 97. 

2 E.g., Ilosea xii, 7, 8. 

^ Michaelis, Laws of Moses, Vol. I, art. xxxviii. But for cases of domestic 
manufacture see 1 Chron. iv, 21, 28; Prov, xxi, 19-23. 
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Seventh and Jubilee Years. — Quito peculiar to the Hebrew 
law was the institution of the seventh and jubilee years. This 
institution was based upon the concept of God as a king owning 
all the land of Israel: “The land shall not be sold for ever: for 
the land is mine’' {Lev. xxv, 23). Thus, to a lawgiver who de¬ 
sired to prevent inequality in wealth, to preserve family and 
tribal proi)eriy, and to keep his people attached to their (coun¬ 
try, it was easy to prohibit the permanent aluaiation of lands 
from the original i)ossessor. This Moses did by enacting that 
every fiftieth year the Hebrews should “return every man unto 
his possession” (Lev. xxv, 13). It follows that a sale of land 
really amounted to no more than a lease, and the price neces¬ 
sarily vark'd with the remoteness of the jubilee year. This was 
cl(‘arly fores('en: “According to the number of yf*ars after the 
jubilee thou shalt buy of thy neighbor . . . for according to 
the number of the fruits doth he sell unto thee” {Lev. xxv, 
15, 16). 

h^very seventh year was to be one in which the land lay fal¬ 
low: “But in the seventh year shall b(^ a sabbath of rest unto 
the land.” The Rabbis emphasized the religious intent of the 
mi'asure; but it seems not improbable that the economic de¬ 
sirability of resting the land was recognized. This provision, 
which at first refern^d to land alone, soon was given a broader 
significance; for, to the end that there should be no*poor, credi¬ 
tors were commanded to release their d(4)tors on the seventh 
year {Deut. xv, 4). Perhaps the most logical interpretation to 
put upon this command would be that during the seventh year 
interest was to be suspended — “he shall not exact it,” — and 
then it might be connected with the fact that a general fallow 
would take away the means of interest payment.^ The Talmud, 
however, interpreted the seventh-year provision as ordaining 
that debts should cease, thus making a virtual statute of limit a- 
toons. When industry and trade increased, it became necessary 
to get around such a hampering measure by numerous subter¬ 
fuges or legal fictions: thus wages, loans on pledges, notes guar- 

' Sec MiehacUa, Laws of Moses, Vol. II. arta. 157, 159. 
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anteed by mortgage, and notes waiving the right for the one 
particular case, came to run through one or more seventh 
years/^ 

There seems to be no good evidence that the jubilee year, 
as such, was ever literally kept; the seventh year apparently 
was.^ 

Summary Generalizations, — Largely, though not entirely, 
upon the basis of the preceding facts, some broad generaliza¬ 
tions may now be made about the economic ideas of these 
peoples and the underlying philosophy of life upon which their 
economic concepts rested. 

(1) Among the most salient characteristics of their social 
philosophy may be mentioned its simplicity. Being in the child¬ 
hood of civilization, it is not strange that they conceived of life 
as a whole. Their social life was in a sense undeveloped, or, 
better, undifferentiated, and the social sciences were in a like 
condition. Religion, ethics, law, economics, philosophy, were 
inextricably bound together. 

(2) In this aggregate of social concepts the dominant mem¬ 
ber was religious or moral. In fact, it is roughly true that these 
Oriental civilizations were in the theological stage, passing in 
some cases to the metaphysical. There was a dominant priestly 
class, and it was this class which preserved, formulated, and 
handed down the traditions that both expressed and limited 
economic thought. The rules of the Brahmanic or Mosaic codes 
which bore upon economic matters had a religious significance: 
by following them one gained primarily, not economic well¬ 
being, but a right life, a clear conscience, or spiritual perfection. 
Witness the prohibition of certain foods and occupations. And 
the same idea is manifest in the rules of caste. Even when char¬ 
ity was ordained it was in like spirit, leading to an emphasis of 
the spiritual excellence of the giver rather than the benefit re¬ 
ceived by the poor. Or, when the Brahmans thought about pov¬ 
erty and unequal distribution of wealth, they simply attributed 

1 JVeh. X, 32; Josephus, ArdiqwUiea of the Jews, Bk. XIII, Chap, viii, § 1; XIV, 
X, 6. 16; III, xii, 3. 
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such evils to the sins of a previous existence and recommended 
that they be borne in patience. The idea of fatalism was applied 
to wealth. No doubt, however, a strong tendency appears, at 
least among the Jews, to put the secondary consideration of 
long life and prosperity in the foreground. 

(3) A characteristic of the situation was the minute regula¬ 
tion of everyday life. The sacred laws of the Brahmanic civiliza¬ 
tion regulated everything, from the cl(‘aning of one's teeth to 
one's funeral oblations; and the Mosaic code with its express 
directions concernhijr 1he sowing of vineyards, eating, and trim¬ 
ming hair and beard shows I he same t( ndency. As has appeared 
jibove, many institutions which were primarily economic were 
thus regi lated. 

(4) One of the most striking characteristics of both Hebrew 
and Hindu (‘conomic thought, as it was expressed by philos¬ 
ophers and lawgivers at k^ast, was the conflict it shows between 
economic stimuli and ethico-ndigious ideas. Those factors, sub¬ 
jective and objective, which tended to develop economic prog¬ 
ress were not in harmony with these peoples' philosophy of life. 
Among other things, that philosophy was characterized by such 
a lack of individualism and of materialism, such a disapproba¬ 
tion of industry other than agriculture, such relative indifference 
toward wealth,^ and such a degree of passivity and fatalism, that 
its dominance made any great industrial civilization impossible. 

(a) Being extremely idealistic, there was an exaltation of the 
institution and a subordination of the individual, plainly seen 
ill the political system. The state or the church came first, and 
was everything. ‘‘Above all," says Kautz, “as a controlling 
fundamental of the entire social and economic theory of India 
can be placed the esthetic self-denial and renunciation, the 
unreserved recognition and glorification of absolute political 
despotism, the denial of the personal worth of man" which it 
possessed.^ Now a certain degree of individualism seems to 

^ This was far less true of the Hebrews than of the Hindus, the former often 
indicating a keen appreciation of the good things of the earth. 

* Gesch. Entwickdung d, Nat. Ocl:., p. 87. 
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have been necessary to the development of economic thought. 
Without it industry was limited by lack of motive, economic 
relations were simple, and economic thought largely restricted 
to promulgating the interests of the ruling body. 

Closely related to this condition was the lack of a certain 
hard-headed materialism which has led the Occident to glorify 
the material basis for civilization, wealth. Instead of first deify¬ 
ing and then extolling discontent, — divine discontent,’^ — 
and continually striving to raise their standards of living. Orien¬ 
tals tended to limit and crystallize their standards, abolishing 
discontent. Their philosophy did not lead them to analyze hap¬ 
piness into different grades or planes of satisfaction; happiness 
with them was generally regarded as attained by decreasing 
wants. This general attitude is one which is not in harmony 
with the dominant note of our civilization, and it is probable 
that few Americans really believe that it is easier for a camel to 
pass through the eye of a needle than for a rich man to enter 
the kingdom of heaven, unless they be the poor. Between those 
ideals, as they find expression in Christianity, and Occidental 
civilization there has always been conflict, and they have be¬ 
come increasingly ignored in our practice. 

(6) According to the Vedas, seeking after wealth leads to sin. 
Even large-scale commerce was frowned upon, and sometimes 
agriculture itself. The Hebrews, while sometimes decrying, 
sometimes also praise wealth, and on the whole by no means 
show the ascetic spirit of the Hindus; but as a generality 
the statement holds that, compared with Occidentals, they 
regarded wealth and non-agricultural industry with rela¬ 
tive disfavor or indifference. They saw that riches is not 
the end; but went further and overlooked its utility as a 
means. 

(c) The element of passivity, or economic indifference, al¬ 
ready referred to, is not in itself peculiar to Oriental thought. 
It is, however, unusually strong there, and its connection with 
a rather rigid body of philosophy — crystallized, as it were — 
is, if not unique, peculiar. There it found expression in written 
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codes; there it was part of an effective, long-continued religious 
system; there it was actually applied to economic thought and 
practice. To what extent this is to be attributed to climate and 
tropical environment need not be said. There was the tendency 
to accept wealth or poverty without a struggle: it was God^s 
will, or the reward for the acts of a previous life, etc. This 
might be termed economic fatalism. 

(5) Two further characteristics of Oriental thought, which 
were largely the result of points already touched upon, may 
be noted next. In the first place, there is its fixity and con¬ 
servatism. The general aim of social regulation was to main¬ 
tain the social equilibrium, and here, as elsewhere among 
ancient peoples, static ideals dominated. This finds expres¬ 
sion in the caste system, and in the isolated national life. 
It is seen in the long-stationary condition of their civiliza¬ 
tion. ^ 

(6) To say that the concept of society and social welfare was 
prominent may seem strange, yet the statement appears true. 
This concept, however, was but little like our own, for it went 
hand in hand with a lack of individual rights which sharply 
differentiates it from present-day ideas. Nor is this point made 
with the idea of drawing a distinction between Oriental thought 
and all Occidental thought. The Hindus’ laws concerning 
weights and measures, adulteration, exchange, sanitary prac¬ 
tices, and other matters show this concept. Among the Hebrews 
there were laws providing that broken glass should be buried, 
that water should not be thrown in the streets during the sum¬ 
mer, and that there should be no chickens or dunghills within 
the city (Jerusalem).^ Streets were not to be blocked by d6bris 
or projecting houses. For encouraging free intercourse, the 

^ Japan not long since, China even today, has just awakened from this point of 
view. These peoples, from Byzantium to Japan, have lived an isolated national 
life and shown a large measure of national conceit, tracing their origin to the 
sun, etc. ^ 

2 Sec Jewish Encyclopedia, article on “Police Laws.” The strong family sense 
of the modern Jew and his remarkably i>ersistent race sociality are noteworthy, 
though superficially he often seems a rather selfish individualist. The effect of 
centuries of abuse must be remembered. 
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width of roads was prescribed, the width being greater in the 
case of highways between commercial centers. And /here were 
regulations concerning weights and measures similar in spirit 
to those of the Hindus. Thus one may conclude that, though 
the point of view was quite different, there was a sense of social 
solidarity expressing itself in regulatory measures which re¬ 
semble in a way the legislation of recent times. 

This fact may be regarded as a concomitant of their idealistic 
philosophy, allowance being made for the fact that their ideal¬ 
ism was of the passive sort and so did not lead to active “social 
planning^' and industrial “regimentation.” 

One writer on the history of the Hebrews has much empha¬ 
sized what he calls the first appearance of Socialism.^ Socialism, 
however, is not the word to use. What we find in the Bible is, 
first, rules ordaining a careful provision for the poor, protect¬ 
ing them from exploitation and from permanent debt, and en¬ 
joining free loans and charity; and then numerous attacks by the 
prophets upon the injustice and oppression practiced by the rich. 
It may be agreed that the aim of all this was a group solidarity 
which almost ignored the individual, and it seems that Moses 
had the prevention of inequality of wealth in mind in making 
his laws; but that does not make Socialism, and is certainly very 
far from social democracy. Had the Mosaic law been carried 
out, the result would rather have been, perhaps, like a sort of 
periodically enforced communism. 

It remained for Christianity to put the Old-Testament ideals 
on a broader and more democratic basis. Moses, by limiting 
blood revenge and legislating mercy and charity, took a step 
in advance; but he only prepared the way for the Golden Rule. 
Similarly the Old-Testament steps toward equality of property 
lay back of the more humane and democratic ideals of com¬ 
munity held up by Christ and his disciples. 

Enough has been said to give a more positive and compre¬ 
hensive idea of the economic thought of the Hebrews and Hindus 
than is generally had; and in any case Cossa’s dictum that 

^ Renan, History of the People of Israel, Chap. XVI. 
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Oriental economic thought “can all be reduced to a few moral 
precepts about the virtue of industry, temperance, and econ¬ 
omy, and about the duty of only desiring wealth for the purpose 
of worship and charity,” is clearly too narrow. It can only be 
so reduced at the expense of truth. 



CHAPTER IV 


THE ECONOMIC THOUGHT OF ARISTOTLE AND 

PLATO 1 

It is natural to pass from^the Orient to Greece. Both by 
geography and by the character of her people, Greece was closely 
related to Asiatic civilization. However much scholars differ 
as to the extent of the contributions made by Asia and Africa 
to Greek culture, it may safely be said that such contributions 
were considerable. But, while certain similarities exist, there 
arc important differences; and so directly essential has been the 
part played by Greek ideas in the development of modern 
thought that they demand no small share of attention. 

More specifically, the teachings of Aristotle and Plato con¬ 
tained important economic ideas, and became a distinct factor 
in shaping economic doctrines. 

Origin of the State; First Economic Interpretation of His¬ 
tory. — One of the striking facts about the political thought of 
certain Greek thinkers is that it rests upon what may be truly 
called an economic interpretation of history. To be sure, the 
Athenian philosopher's conception of history was imperfect, and 
by an economic interpretation is not meant a materialistic one; 
but with these modifications, the statement is broadly true. 
Witness the following from Plato: “A State, . . . arises, as I 

^ Some of the most useful special references are: Boeckh, A., The Public 
Economy of the Athenians: Loos, L A., Studies in the Politics of Aristotle and the 
Republic of Plato (Bui. of the University of Iowa, 1S99); Trever, A. A., A History 
of Greek Economic Thought (1916); Ashley, “Aristotle’s Doctrine of Barter,” 
Quarterly Journal of Economics, November, 1S95; Simey, “Economic Theory 
among the Greeks and Romans,” Econ. Rev., 1900; Oncken, Die Staatslehre des 
Aristoteles, 1870-1875; Marigny, Histoire de Veconomic politique des anciens 
peuplcs, Dubois, Precis de Vhistoire des doct. econ.. Chap. I, and bibliography 
there presented. The chief sources are the Politics and Ethics of Aristotle, and 
Plato’s Republic and Laws; and these works are available in the excellent transla¬ 
tions by Jowett and by Welldon. 
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conceive, out of the needs of mankind; no one is self-sufficing, 
but all of us have many wants. . . . Then, as we have many 
wants, and many persons are needed to supply them, one takes 
a helper for one purpose and another for another; and when 
these partners and helpers are gathered together in one habita¬ 
tion the body of inhabitants is termed a State. . . . And they 
exchange with omi another, and one gives, and another receives, 
under the idea that the exchange will be for their good.” ^ The 
origin of the state, then, is traced to the lack of individual 
self-sufficiency in the satisfaction of wants, and to the ad¬ 
vantage of specialization and exchange. Such reasoning indi¬ 
cates an important step toward the development of economic 
analysis. # 

On this point, the doctrine of Aristotle, who was probably 
the greatest of all the thinkers of antiquity, begins in a less purely 
rational way. He assumes that an impulse to political association 
is innate in all men: “Man is naturally a social animal.” The 
genesis of the state, however, is found in the household, which, 
in its turn, rests upon the inability of male and female to exist 
independently, and upon the inequality among men which leads 
to slavery. The household is “the association naturally formed 
for the supply of everyday wants.” ^ Then comes the village, 
and finally the state: “Lastly, the association composed of 
several villages in its complete form is the State, in which the 
goal of full independence may be said to be first attained.” The 
state is formed to make life possible. 

Division of Labor. — Plato's discussion of specialization and 
exchange clearly suggests, the idea of “division of labor.” In¬ 
deed, the Greek philosophers' concept of division of labor, while 
crude, is the ultimate father of the later discussions of Hutche¬ 
son, Hume, and Adam Smith. When, however, Plato says: 
“. . . we must infer that all things are produced more plenti¬ 
fully and easily and of a better quality when one man does one 
thing which is natural to him and does it at the right time, and 

' Republic, Bk. II, pp. 360 IT. (Fkl. Steph.); Laws, Bk. Ill, pp. 67S fT. 

* Politics, Bk. I, Chap, ii (Weildon, p. 3). 
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leaves other things,^ he does not have in mind the complex 
modern questions connected with division of labor. The 
Greek philosophers refer merely to a simple separation of em¬ 
ployments, and their treatment lacks the significance that 
comes from the connection of the subject with a system of 
economics. 

Their ideas concerning division of labor rested ultimately 
upon an analysis of human wants. The three primary wants 
of man, said they, are for food, clothing, and shelter. There¬ 
fore, there are at least husbandmen, weavers and shoemakers, 
and house builders; while smiths and carpenters come into 
existence to relieve the husbandmen. Exchange among these 
makes a merchant class neces.^ry. Few places, moreover, are 
self-sufficient, hence foreign traders and sailors find employ¬ 
ment. Meanwhile, another group, consisting of hirelings and 
slaves, arises. The function of the retail trades is validated on 
the ground that without them the seller might be compelled to 
wait or to depart with his goods undisposed of. 

A Social Point of View Taken. — In emphasizing the advan¬ 
tage of division of labor, the state was thought of primarily 
rather than the individual, and the conclusion may be drawn 
that, in general, Athenian thinkers stressed the political solidar¬ 
ity of society. They by no means overlooked the interests of the 
individual, but always the individual was primarily the citizen, 
a citizen who, on the one hand, depended upon the state for his 
highest development, and who, on the other hand, by his de¬ 
velopment promoted the highest good of the whole. They 
exalted the state above the man; civilized man, they reasoned, 
is not to be thought of outside the state; without the state one 
is either more or less than a man. Aristotle^s reasoning is in 
point: “Thus the state is by nature clearly prior to the family 
and to the individual, since the whole is of necessity prior to the 
part; for example, if the whole body be destroyed, there will be 
no foot or hand, except in an equivocal sense, as we might speak 
of a stone hand. . . . The proof that the state is a creation of 

^ Republic, Bk. II, p. 370. 
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nature and prior to the individual is that the individual, when 
isolated, is not self-sufficing; and therefore he is like a part in 
relation to the whole.” ^ 

Plato, in accord with his highly idealistic and communistic 
beliefs, puts the case more forcefully: You are to regard your¬ 
self and possessions ‘‘not as belonging to yourselves, but as 
belonging to your whole family, both past .and future, and yet 
more do I regard both family and possessions as belonging to 
the state; wherefore ... I will legislate with a view to the 
whole, considering what is best both for the state and for the 
family, esteeming as I ought the feelings of an individual at a 
lower rate. . . ^ 

Indeed, regulations similar to those found among more eastern 
peoples were not lacking in Athens. For example, there were 
inspectors of weights and measures, inspectors of goods placed 
on sale, harbor overseers, etc. The price of salt was regulated; 
the exportation of wheat was forbidden; and the slaughter of 
sheep and goats during lambing time was not allowed. The 
state also pensioned those crippled in war, and in some cases 
gave alms to the destitute. 

After all has been said, however, it must be observed that 
little evidence of a concept of society as distinct from the state 
is to be found in Greek writings. The broad and deep biological 
and psychological bases of social life were not understood or 
emphasized, but rather the Greek state was a sort of mechanical 
combination of individuals or families. 

Inheritance. — As further evidence of this conception of 
society, and as an indication of the static character of the ideal, 
Plato's plan for regulating inheritance ^ and population ^ is of 
interest. In his ideal state each was to have an inalienable allot¬ 
ment of land. Each was to choose a single heir, adopting a son 
if he had no children, or choosing a husband for his daughter, 
if male issue were lacking. Other property might be distributed 

^ Politics^ Bk. I, Chap. ii. 

* Jowott’s Plato, Vol. V, p. 310. 

3 Laws, Bk. V, p. 740; Bk. XI. pp. 923, 924. (Ed. Steph.) 

* Republic, Bk. V, pp. 460, 461. (Ed. Steph.) 
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among his remaining children.^ Clearly one object was to keep 
the family intact and to preserve its property to it; and these 
measures remind one of those adopted by the Hebrew law¬ 
givers. 

Plato charges ancient legislators with being too good-natured 
in allowing a man to dispose of his property by will: . . they 

were afraid of the testator’s reproaches, and so they passed a 
law to the effect that a man should be allowed to dispose of his 
property in all respects as he liked; but you and I, if I am not 
mistaken, will have something better to say to our departing 
citizens,” ^ and he goes on to express his belief that the interest 
of the state should predominate. 

All this is surely suggestive as to present-day questions of 
regulating inheritances. 

Population. — But the question arises, what was to become 
of children other than those who were heirs to the father’s lot? 
In answer, Plato provided for a careful regulation of population. 
This was necessary to preserve the social equilibrium. His state 
was to consist of a limited number of citizens (5040). If the 
number began to decrease, prizes might be offered to encourage 
a growth of population; if there were an excess, colonies Would 
be established. In this way that precise regulation of life con¬ 
templated by the philosopher might be rendered possible. 

Thus the thought of the leading Athenian philosophers was 
hardly individualistic, though they went further than the 
Orientals in recognizing the importance to the state (society) of 
its individual members; for, like their government, the spirit 
of their philosophy was somewhat more democratic, and they 
saw that the welfare of the state depended upon that of the 
individual. 

Communism. — Pi’obably the most discussed phase of that 
part of Greek philosophy which has distinct economic bearing 
is communism. As this subject has a close relationship to the 

^ This was in Plato’s second-best state, where communism of wives ana chil¬ 
dren did not obtain. 

* Jowett’s PUjJto, Vol. V, pp. 310, 311. 
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question of social solidarity and individualism, it is naturally 
mentioned in this connection. 

Plato and Aristotle differed greatly in their ideas as to the 
scope to be given communism. Plato desired a complete com¬ 
munism, embracing not only property, but also wives and 
children. He did not give the details of his scheme for com¬ 
munism in property. He made it clear, however, that his object 
was to promote harmony by removing the ground for civil 
suits and uniting all citizens by common interests. His ideal 
state is characterized by a community of wives and children, 
partly with the aim of diminishing discord and jealousy, partly 
with the idea of eugenics and control of population. ‘‘The 
children of the inferior, or of the better when they chance to be 
deformed, will be put away in some mysterious, unknown place, 
as th(iy should be. . . . This must be done if the breed of 
guardians is to be kept pure.^^ Thus Platons communism did 
not stand for an absolute mechanical equality, but recognized 
authority and class distinctions. 

Aristotle was entirely opposed to Platons communism of 
wives, and did not go any great way with him as to property. 
His arguments against communism are classic. 

'‘Next let us consider what should be our arrangements about 
property: should the citizens of the perfect state have their posses¬ 
sions in common or not? This question may be discussed separately 
from the enactments about women and children. Even supposing 
that the women and children belong to individuals, according to the 
custom which is at present universal, may there not be an advantage 
in having and using possessions in common? Three cases are pos¬ 
sible: (1) The soil may be appropriated, but the produce may be 
thrown for consumption into the common stock; and this is the 
practice of some nations. Or (2) the soil may be common, and may 
be cultivated in common, but the produce divided among individuals 
for their private use; this is a form of common property which is 
said to exist among certain barbarians. Or (3) the soil and the 
produce may be alike common. 

“When the husbandmen are not the owners, the case will be dif¬ 
ferent and easier to deal with; but when they till the ground them¬ 
selves the question of ownership will give a world of trouble. If they 



62 


HISTORY OF ECONOMIC THOUGHT 


do not share equally in enjoyments and toils, those who labour much 
and get little will necessarily complain of those who labour little and 
receive or consume much. There is always a difficulty in men living 
together and having things in common, but especially in their having 
common property. The partnerships of fellow-travellers are an 
example to the point; for they generally fall out by the way and 
quarrel about any trifle which turns up. So with servants: we are 
most liable to talce offence at those with whom we most frequently 
come into contact in daily life. 

These are only some of the disadvantages which attend the com¬ 
munity of property; the present arrangement, if improved, as it 
might be by good customs and laws, would be far better, and would 
have the advantages of both systems. Property should be in a cer¬ 
tain sense common, but, as a general rule, private; for, when every 
one has a distinct interest, men will not complain of one another, 
and they will make more progress, because every one will be attend¬ 
ing to his own business; and yet among the good, ana iii respect of 
use, ^ Friends,^ as the proverb says, Svill have all things common.^ 
Even now there are traces of such a principle, showing that it is not 
impracticable, but, in well-ordered states, exists already to a certain 
extent and may be carried further. For, although every man has his 
own property, some things he will place at the disposal of his friends, 
while of others he shares the use with them. The Lacediemonians, 
for example, use one another’s slaves, and horses, and dogs, as if 
they were their own; and when they happen to be in the country, 
they appropriate in the fields whatever provisions they want. It is 
clearly better that property should be private, but the use of it com¬ 
mon; and the special business of the legislator is to create in men 
this benevolent disposition. Again, how immeasurably greater is the 
pleasure, when a man feels a thing to be his own; for the love of 
self is a feeling implanted by nature and not given in vain, although 
selfishness is rightly censured; this, however, is not the mere love of 
self, but the love of self in excess, like the miser’s love of money; 
for all, or almost all, men love money, and other such objects in a 
measure. And further, there is the greatest pleasure in doing a 
kindness or service to friends or guests Or companions, which can 
only be rendered when a man has private property. The advan¬ 
tage is lost by the excessive unification of the state. Two virtues 
are annihilated in such a state; first, temperance towards women 
(for it is an honourable action to abstain from another’s wife 
for temperance’ sake); secondly, liberality in the matter of 
property.” ^ 

^ PolUicSj Bk. II, Chap. v. 
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Aristotle, it will be observed, although opposing Plato's ideas, 
did not rush to the opposite extremes. Some things should be 
private; some should be held in common. He desired that more 
things should be common than there then were, and protested 
against the excessive individualism of the Greeks. He advocated 
common meals, and especially noteworthy is his wish for a cer¬ 
tain community in the use of property along with its private 
ownership. 

Aristotle did not confuse the end, happiness, with the means, 
as radical reformers are so apt to do. Thus he did not stand for 
an equality in goods, but for equality in want-satisfactions, a 
I)osition which is in accord with idealism in that it recognizes the 
importance of differences in the wants of different individuals. 

It must not for a moment be fancied that these ancient 
philosophers thought of communism as implying any general 
democracy. Quite the reverse. There were three classes of men 
fashioned in the bowels of the earth, one of gold, another of 
silver, the third of iron or copper. These were, respectively, the 
philosophers or guardians, the warriors or auxiliaries, and the 
artisans and tradesmen. Such communism as they advocated 
was to be applied to the first two alone. It was an aristocratic 
communism. Slavery was considered to be natural." 

Scope and Classification of Aristotle's Economic Thought. — 
The nearest approach made by Greek philosophy to developing 
a distinct theory of economics came in discussing the elements of 
household management. Here a distinction was drawn between 
economics (oikonomik) and chrematistics {chrematistik); the 
former embraces chiefly wealth consumption in the satisfaction 
of wants, and the provision of such necessary and useful com¬ 
modities as can be stored to meet those wants; the latter deals 
with wealth-getting, including money-making and exchange. 
Concerning the latter, Aristotle says, ‘‘And there is another 
clement of a household, the so-called art of money-making (or 
finance) which, according to some, is identical with household 
management, according to others, a principal part of it." ^ 

^ Aristotle, Politics, Bk. I, Chap. iii. 
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There are two kinds of chrematistics: the natural and the 
unnatural. Thus the first simple barter by which things are 

given in exchange for what one 
wants “is not contrary to nature, 
but is needed for the satisfaction 
of mcn^s natural wants ^ but 
“retail trade is not a natural part 
of the art of money-making.’^ ^ 
Or, again, husbandry and stock- 
raising make the “true or proper 
art of money-making,” while the 
other consists in exchange.* It is 
the “natural” or “proper” branch 
of chrematistics alone which 
should be included in economics 
or household management (Wirt- 
schaft),^ Thus Aristotle’s classi¬ 
fication might be represented by the accompanying diagram. 

Closely connected with the preceding analysis is the distinc¬ 
tion between the natural or proper and the unnatural or im¬ 
proper uses of a thing. “Of everything which we possess there 
are two uses: both belong to the thing as such, but not in the 
same manner, for one is the proper, the other the improper or 
secondary use of it. For example, a shoe is used for wear, and is 
used for exchange; both are uses of the shoe.” ^ This distinction 
rests upon Aristotle’s notion of exchange, which, in its turn, is 
founded on the idea that there is a certain consumption which is 
sufficient for a proper life; for, when he says that retail trade is 
not a “natural” part of money-making, he adds that “had it 
been so, men would have ceased to exchange when they had 
enoughJ^ In other words, natural chrematistics concerns the 
satisfaction of natural or proper wants by “natural ” or “proper ” 
or “primary” uses. 


/ (NATURAL) \ 

f ECONOMICS > 

(Household Management) 


nd^ atu ra 


(Wealth-Getting) 
CHREMATISTICS 
(ARTIFICIAL) J 


1 Aristotle, Politics, Bk. I, Chap, ix, 
^ Ibid. 

® Ibid., Bk. I, Chap. xi. 


* Ibid., Bk. I, Chap. viii. 
'^Ibid., Bk. I, Chap. ix. 
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This idea clearly suggests later distinctions between value in 
use and value in exchange. Its consciously ethical content, how¬ 
ever, is absent from much of the later usage. In the same idea, 
a trace of the notion held by some later economists (the Physio¬ 
crats) may be distinguished, namely, the notion that extractive 
industries are the only ones which are productive. One could 
easily get the idea from Aristotle that the growing, or digging 
up, or catching of things which satisfy the more elemental wants 
in the simplest way, is more productive than the elaboration of 
these things by artisans or their exchange by merchants, — that 
the latter occupations do not add to the real wealth of the state. 

Value. — The idea of value received little attention, and 
that little was from the point of view of ethics or justice. Plato 
says that according to law a man should not attempt to raise 
the price, but simply ask the value,^* ^ implying that value is an 
absolute quality inherent in the thing. This, however, is but a 
rudimentary discussion of the subject. Aristotle goes further. 
His notion of value is clearly subjective, and is based upon the 
usefulness of the commodity concerned.^ All things which are 
exchanged must be comparable through some standard of 
measure, and this standard he finds in man\s wants: ‘‘In the 
truest and most real sense, this standard lies in wants, which is 
the basis of all association among mcn.^^ An exchange is just, 
when each gets exactly as much as he gives the other; yet this 
equality docs not mean equal costs, but equal wants. If men 
want the cobbler\s product more than the husbandman^s, more 
grain must be given for shoes. 

Money is the medium which makes wants commensurable. 

Money and Interest. — As regards that particular form of 
wealth known as money, the teaching of the Greeks has been 
of signal importance in the history of economic thought. In 
general, they saw and explained the necessity of money, and 
recognized a part of its economic function, namely as a medium 
of exchange. Aristotle is especially explicit. He remarks that 

1 Laws, Bk. XI, p. 921. (Ed. Steph.) 

* See Politics, Bk. I, Chap, ix; Ethics, Bk. V, Chap. 8. 
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‘^as the benefits of commerce were more widely extended . . 
the use of a currency was an indispensable device. As the neces¬ 
saries of nature were not all easily portable, people agreed for 
purposes of barter mutually to give and receive some article, 
which, while it was itself a commodity, was practically easy 
to handle in the business of life, some such article as iron or 
silver, which was at first defined simply by size and weight; 
although finally they went further and set a stamp upon every 
coin to relieve them from the trouble of weighing it. . . ^ 

And he goes on to distinguish between money and wealth, refer¬ 
ring to the fable of King Midas. Aristotle elsewhere clearly 
shows an understanding of money^s functions as a measure of 
value and a standard of deferred payments. ^ 

Xenophon is equally clear in distinguishing between money 
and wealth. 3 

Plato, in keeping with his more communistic ideals, would 
have had no gold nor silver for the private man, but only do¬ 
mestic coins to be used in payment of hirelings and the like; ^ 
but he thought that the state should have a common Hellenic 
currency for the use of embassies, expeditions, and journeys. 

With all this, however, the thought of these men was tainted 
with error. They virtually regarded money as nothing but a 
medium of exchange, and, as such, they denied the productivity 
of loans of it. A piece of money cannot beget another piece, was 
the doctrine of Aristotle, and no economic idea of his had more 
lasting effects. The obvious conclusion was that interest is 
unjust.^ Plato, too, seems to have thought that neither should 
interest be given nor even the principal of a debt be repaid.® 

It must not be supposed, however, that this view of inter- 

^ Politics, Bk. I, Chap, ix (Welldon). 

® Nichomachean Ethics, Bk. V. 

* Revenues of Athens. We pass over Xenophon with a mention or two, for he 
appears to have limited his economic thought to practical business rules and a 
few observations about money. He might be classed as a sort of mercantilist. 

^ Laws, Bk. V, p. 742 (Jowett, The Dialogues of Plato, Vol. V, p. 124). 

® Polities, Bk. I, Chap. x. 

* Laws, Bk. V, p. 742. This may be compared with the Hebrew idea of a loan— 
see above, pp. 41 f. 
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est which scorns so strange to us owed its existence entirely to 
the inferior insight of the ancients. It is to be explained largely 
by economic conditions. In Athens the circulation of capital was 
inconsiderable, and money was not lent for productive purposes 
so often as for the purpose of relieving distress. If today loans 
were chiefly made to embarrassed friends or neighbors to be used 
in alleviating distress in matters of consumption, we too would 
undoubtedly regard interest in a different light. The modern 
theory of interest is based upon loans for productive investment.^ 

Another erroneous monetary idea, which was held by Xeno¬ 
phon at least, was that the value of silver is absolutely fixed 
regardless of supply. Aristotle, however, recognized that the 
value of money is subject to the sam() law as other things and 
that it is liable to change, although it tends to be more constant.^ 

Industry and the Various Occupations. — Like the Oriental 
lawgivers, Athenian philosophers favored some branches of in¬ 
dustry and regarded others with disapprobation. Agriculture 
was considered most desirable. “But strictly speaking,” writes 
Aristotle, . . the moans of life must be provided beforehand 
by nature; for the business of nature is to furnish food to that 
which is born, and the food of the offspring always remains over 
in the parent. Wherefore, the art of making money out of fruits 
and animals is always natural.” Husbandry and stock-raising 
were the natural or proper arts. Exchange, including commerce, 
usury, and services for hire, were not natural. Mining and lum¬ 
bering lay midway between.^ 

Plato thought that the precious metals ought not to be allowed 
in his state, “nor much of the vulgar sort of trade which is car¬ 
ried on by lending money, or rearing the meaner kinds of live¬ 
stock; but only the produce of agriculture, and only so much of 
this as will not compel us in pursuing it to neglect that for the 
sake of which riches exist, — I mean, soul and body.” ^ 

^ Cf. Schonberg’s Handhiich dcr Politischen Oekonomie (Tubingen, 1882), 
Bd. I, s. 60. 

2 Ethics, Bk. V, Chap. 8. 

® Aristotle, Politics, Bk. I, Chaps, x and xi. 

^ Plato, Lav)8, Bk. V, p. 74.3 (Jowett, The Dialogues of Plato, Vol. V, p. 126). 
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Riches. — In their attitude toward riches these Greek 
thinkers are notable for their poise. Great stores of wealth were 
decried by them; as was also poverty. Clearly recognizing the 
usefulness of an abundance of material things as a means, they 
yet sought the happy medium. Riches in excess were disfavored 
on two grounds. As a matter of economy, it was argued that 
they decreased efficiency in production. In a celebrated bit of 
dialogue Plato develops the idea thus: — 

There seem to be two causes of the deterioration of tlie arts. 

^^What are they? 

‘‘Wealth, I said, and poverty. 

“How do they act? 

“The process is as follows: When a potter becomes rich, will he, 
think you, any longer take the same pains with his art? 

“Certainly not. 

“He will grow more and more indolent and careless? 

“Very true. 

“And the result will be that he becomes a worse potter? 

“Yes; he greatly deteriorates. 

“But, on the other hand, if he has no money, and cannot provide 
himself with tools or instruments, he will not work equally well 
himself, nor will he teach his sons or apprentices to work equally 
well.^' 1 

A second reason for opposing extreme riches was ethical. 
Plato argues that great riches and happiness are incompatible; 
for a rich man cannot be a perfectly good man, as part of his 
wealth must necessarily be acquired and expended unjustly.^ 
The reasoning is of much interest in connection with present- 
day ethics of wealth, and must be quoted to be appreciated. 

“The citizen must indeed be happy and good, and the legislator 
will seek to make him so; but very rich and very good at the same 
time he cannot be, not, at least, in the sense in which the many speak 
of riches. For they mean by ‘the rich’ the few who have the most 
valuable possessions, although the owner of them may quite well be 
a rogue. And if this is true, I can never avssent to the doctrine that 
the rich man will be happy — he must be good as well as rich. And 

^Republic, Bk. IV, p. 421 (Jowett’s Plato, Vol. Ill, pp. 109-110, 119-121). 
^Ibid., Bk. V, pp. 742-744 (Jowett, Vol. V, pp. 125, 126). 
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good in a high degree, and rich in a high degree at the same time, he 
cannot be. Some one will ask, why not? And we shall answer — 
Because acquisitions which come from sources which are just and 
unjust indifferently are more than doul)le those which come from 
just sources only; and the sums which are expended neither honour¬ 
ably nor disgracefully, are only half as great as those which are 
expended honourably and on honourable purposes. Thus, if the oik; 
acquires double and spends half, the other who is in the opp()''it(; 
case and is a good man cannot possibly be wealthier than he. The 
first — I am speaking of the saver aiul not of the spender — is not 
always bad; he may indeed in some cases be utterly bad, but, as I 
was saying, a good man he never is. For he who receives money 
unjustly as well as justly, and spends neitlier justly nor unjustly, will 
be a rich man if he be also thrifty. On the other hand, the utterly 
bad is in general jirofligate, and therefore, very })oor; while he who 
spends on noble objects, and acvquires wealth by just means only, 
can hardly be remarkable for riches, any more than he can be very 
poor. Our statement, then, is true, that the very rich are not good, 
and, if they are not good, they are not Iiappy.’^ 

Aristotle also opposed extremes, though, quite consistently 
with his views as to communism, he was not opposed to reason¬ 
able inequalities. He dreaded more the encroachments of the 
rich than those of the i)eople. ^‘Many . . . make a mistake,” 
he says, ^*not only in giving too much power to the rich, but 
in attempting to overreach the people. Tliere comes a time when 
out of a false good there arises a true evil, since the encroach¬ 
ments of the rich are more destructive to the State than those 
of the people.” ^ On the other hand he remarks, “Poverty is 
the parent of revolution and crime.” 

The Greek Stoics and Epicureans. — While Aristotle and 
Plato made the chief direct Greek contributions to economic 
thought, one must remember that such thought is greatly influ¬ 
enced by epistemological and ethical ideas. Even the economist, 
therefore, should not leave a discussion of Greek philosophers 
without some mention of Zeno and Epicurus. 

Zeno, who was the founder of Stoicism, emphasized virtue 

^ Jowett, The Politics of Aristotle^ p. 131 {Politics^ Bk. IV, 12, 6). See alsot&id., 
p. 45 (II, 7, 13). 

* Ibid., p. 40 (II. 6. 13). 
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above all else, and treated it not only as the source of happiness 
but as the goal of human life. The Stoics believed that pleasure 
is not to be sought for itself — that it is the by-product of a 
virtuous life. Incidentally, they taught that the individual 
exists for society, which alone makes virtue possible. The idea 
of a moral senseinnate in man, is implied. Thus Stoicism 
had idealistic tendencies. It also contained, however, a vague 
concept of living ‘Mn accord with nature.^' Accordingly, Stoi¬ 
cism was to affect economics through its contributions both to 
(1) ‘^Naturalism,'' or the idea of a “law of nature," and to (2) the 
optimistic idea that the individual has an innate sense of justice 
which may be relied upon. 

The Epicureans, on the other hand, made pleasure the goal 
of life; and they found pleasure to lie in sensations (not neces¬ 
sarily “sensual"). Their thought was thus materialistic and 
hedonistic, and this thought tendency came to dominate eco¬ 
nomics during part of the nineteenth century. 

Of both these schools of philosophy it may be said that they 
tended toward sensationalism and the doctrine that knowledge 
comes only through the senses, which doctrines have a bearing 
upon the nature and determination of economic value, and upon 
the nature and validity of economic law. And both strongly 
tended to minimize the individual's responsibility toward his 
fellows. The Stoic could say, “If social troubles are the result 
of natural law, am I to blame?" The Epicurean (who, inci¬ 
dentally, believed in no God) could ask, “If right lies in my 
pursuit of pleasure, what responsibility have I for wrong doing? 
Indeed, what is wrong? " 

Ethics Dominant. — It is to be emphasized that the ideal 
of most of the Greek thinkers was highly ethical. To be happy 
one must be good, was a dominant note, and the interests of the 
soul were placed foremost. “For there are in all three things," 
Plato says,^ “about which every man has an interest; and the 
interest about money, when rightly regarded, is the third and 
lowest of them: midway comes the interest of the body; and, 

^ Lau'8, Rk. V, p. 743 (Jowett, The Dialogues of PlatOt Vol. V, p. 126). 
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first of all, that of tho soul; and the state which we are describing 
will have been rightly constituted if it ordains honours according 
to this scale/' And Aristotle's dictum is: ^'But a state exists 
for the sake of a good life and not for the sake of life only." ^ 

If one could conceive of Plato making a definition of eco¬ 
nomics, one might imagine it would run somewhat as follows: 
^‘Economics is tho science which deals with the satisfaction of 
human wants through exchange, seeking so to regulate the in¬ 
dustries of the state as to make its citizens good and happy and 
so promote the highest well-being of the whole." That would 
make it an applied science, in which ethical aims would play a 
gnait part. 

Summary. - From the foregoing discussion we may draw 
certain summary generalizations concerning the fundamentals 
of the economic thought of Aristotle and Plato: 

a. Passive Idealism. —The spirit was considered to exist 
independently of the body. Innate differences among men were 
emphasized. Man's wants were held to be of 'primary importance 
in valuations; but wants were to be directed and limited accord¬ 
ing to ideals. Man-made institutions were given an important 
part. But after all, man wins only by making certain adjust¬ 
ments in his conduct. (A recognition of the limited perfect¬ 
ibility of mankind, and of the necessity of man's adjusting him¬ 
self to some extent to his environment, makes their idealism less 
extreme, particularly in Aristotle's case.) 

b. Subjective Standards and an Emphasis on Human Wants. — 
Objective tests were not accepted as validating economic phe¬ 
nomena, for example, market prices. Some concept of ^*just" 
valuation, or the “just price" idea, and an emphasis on “ value 
in use/' or “utility," were corollaries. Justice in exchange, 
said Aristotle, depends upon wants. Similarly specialization of 
occupation, and the state itself, depend upon man's wants. 

c. A Subordination of Individual to State, Accompanied by a 
Leaning toward an Undemocratic Sort of Communism. —The 
individual was regarded as a dependent part of the whole — 

^ Politics, 13k. ill, Chap. ix. 
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the state. Thus there could be no real democracy, at least in 
the nineteenth-century sense. Their thought was opposed to 
the social contract concept of the state and tended toward an 
organismic concept. 

d. A Normative Economics Mixed vnth Politics. — They 
thought of a purposive economy, with the state existing for 
the sake of “the good life.” Ideals or standards of perfection 
were set up. Free choices by individuals were not accepted as 
the test. Economic values were so mixed with ethical and 
political values, that the science of Economics, as it was to 
develop later, was impossible. 

Contrast with Hebrews and Hindus. — As already observed, 
there are important differences between the economic ideas 
of the Hebrews, Hindus, and other Oriental peoples, and those 
of the Athenian philosophers. They were similar in emphasizing 
the state, and the ethical point of view. Neither differentiated 
economics from politics or morals. Both were conservative 
and undemocratic. Moreover, with both, agriculture was the 
only industry in very good repute. But the Greeks were more 
concerned with the individual, going further in the analysis 
of the state into its citizens. They, too, were possessed of some 
small degree of historical method, though it was quite abstract. 
They analyzed economic wants, and based the oikonomik and 
chrematistik of their philosophy upon this analysis. The Athe¬ 
nian philosophers were more appreciative of material wealth as 
an agency in furthering human happiness than were the sacred 
writers of the Hindus, at least. The well-known care for the 
body by the Greeks had its economic significance. 

Most important of all, the Greeks were more rational. In¬ 
stead of forbidding interest in pursuance of some divine edict, 
they argued about it and reached the conclusion that it was 
unjust. Thus the writings of Plato and Aristotle mark a great 
step in advance in economic method, as well as in scope and 
depth of analysis. 



CHAPTER V 


THE ECONOMIC THOUGHT OF THE ROMANS ^ 

From Greece the scepter passed to Italy, and the glory of 
Greek thought became merged in the grandeur that was Romeos. 
No pause need be made to retail the very scanty information 
we have about early Roman thoughi, before the stimulus ot 
Greek ideas had been received. Suffice it to say that aside from 
jurisprudence, the chief writings of the Romans were produced 
under the influence of Greek thought, and, as in the case of their 
art, a notable lack of freshness and originality is apparent. 

The Athenians were thinkers, keen and analytic. The Romans 
were men of action, warriors and statesmen. The former left 
a philosophy which profoundly affected the ethics and eco¬ 
nomics of later thinkers; the latter built institutions which as 
profoundly affected law and politics. The heritage of the one 
has been a direct and subjective force; the other, chiefly indirect 
and objective, conditioning the thought of the individual. As 
will appear in a moment, however, Roman thought has had 
more direct influence than its intrinsic depth w^ould account for. 

Of especial interest is the fact that the decay of Rome was 
well under way when her chief writers were engaged on then- 
works. This fact colored their writings and conditioned their 
economic ideas. The state of decay was at least half perceived 
by them, and remedies were pointed out for the evils discerned. 
The causes and remedies as they presented themselves — say 
in the time of Cjesar — were only in part economic; but the 
economic ideas of the Roman philosophers were largely pallia¬ 
tives for a declining state. 

^ Oertmann, Die Volksivirtschaftslehredea Corpus Juris Civilis (Berlin, 1891); 
Hoffmeister, Die wirtschaftliche Entwickelung Roms (Vienna, 1899); Oncken, 
Geschichte der Nationalockonomic (Leipzig, 1902); Palgrave’s Dictionary oj 
Political Economy, article on “Civil Law**; footnote references in this chapter. 
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Roman economic ideas may be gathered from two main 
sources: (1) the jurists and writers on legal matt(‘rs; (2) the 
philosophers.^ Of less importance are (3) a few writers on agri¬ 
culture {de re rustica) ; their ideas were either purely technical 
or fall under the philosophical group. 

Economic Thought of the Jurists. — Among the jurists are 
found the most original Roman thinkers, and the laws express 
the best Roman thought. No system of economics is express('d 
or implied, and ethical or political considerations outw(‘igh 
those economic; but the following brief generalizations are of 
economic significance. 

a. Natural Law. —The Roman jurists made a distinction 
between human law and natural law which had much influence 
upon medieval and later thought. Their jus civile was a na¬ 
tional law applicable to Roman citizens. On the oth(»r hand, 
a body of law known as jus gentium was develop(‘d for foreigiKTs 
of whatever nationality. The latter was broaden* and less guided 
by arbitrary local customs. It was more rational. Yet, at the 
same time, being so founded on general principle's, it containe'd 
within itself the capacity for abstract abse)lutism in thought. 
Later it was unitenl with the Gre'ck concept of the natural, and 
as a jus naturale coloreid succeeding thought.^ 

b. Private Property and Contract. In their ideas about 
two legal institutions, the jurists have had gre^at effe'ct in an 
objective way upon the devTle)pment of economic thought; 
these are the institutions of property and of contract. Theirs 
was a somewhat narrowly individualistic ide^a of pre)peirty. 
Under the stimulus of Stoic philosophy and the ideal of a jus 
naturale, the thought of the jurists mov(.‘d away from the 
clan or family as a social unit, and clearly defined individual 
rights replaced whatever community of property there had been.^ 

^ Others, as religious or theological writers, no doubt influenced economic 
thought and institutions indirectly. 

* Cf. Maine, Ancient Law, pp. 56, 88; Carlyle, II. W., and A. J., A fliatory oj 
Medieval Political Theory. 

3 The nature and scope of property rights changed at the same time, of course. 
At first property belonged to the family group and was alienated by the vater 
famxlias only with difficulty. 
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And ii corolhiry of this movomont was the dov(?loprnent of 
freedom of contraet, ineludiiig the right of the individual to 
dispose' of his property. The importance of these institutions 
as a basis for all (‘conomic proce'sses, and their liability to abuse, 
are' appan'iit. As a great English economist has said, ^‘to 
Roman . . . infliK'nee we may trace indirectly much of the 
good and (‘vil of our pn'se'ut economic S 3 'stem; on the one hand 
much of th(‘ untrammelled vigour of the individual in managing 
his own affairs, and on the othc'r not a little harsh wrong done 
under the eov(‘r of rights, established by a system of law which 
has h(*ld its ground because its main principles are wise and 
just.” ‘ 

An important characteristic of Roman ('conomic thought is 
the s('paration of th(' non-personal elements in law from the 
p(*rsonal, and the* emphasis placed upon the former. In this 
it stands in contrast with the Stoic philosophy and with religious 
t(‘nd(*nci(‘s. In fact, one of thc' .servic(‘s of Roman thought was 
to divorce' law from r(*ligion. ddiis placing of the law upon a 
more' impe'rsonal basis doubtless facilitated the development 
of the Roman l(*gal sy.stem in a scientific wiyv. As a result, 
how('V('r, Roman juristic philosoplw seems one-sided to us, in 
that it does not appc'ar to attach suffi(*i('nt importance to the 
human personality and to personal rights. This characteristic 
may In' .seu'ii in the te'iulencv to base right upon might, the huv, 
in (*arli('r stage's of Reimej's elevelopment, regarding conque.st 
as giving the' be'st title to pre)perty, and e'e)nsidering the enslave> 
ment e)f el('bte)rs as a just pe)W’e'r »'f cre'elite)rs. In private life the 
pater familiafi alone hael full rights as a person; and the indi¬ 
vidualism of the Redmans, like fre'e'eleim e)f contract among them, 
applie'd only te) e'crtain favore'el classe's e)f men. 

It is evielent that, in se) far as it has affected econe)mic thought, 
— and with the development e)f comme'rce after the Crusades 
it came to have an increasing influence, - Roman law lent 
itself to the ti'iidency to make economics a science of exchanges 
determined by the working of impersonal laws. 

* Marshall, Principbs of Kconomics, p. 2.S, 4th cd. 
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c. Money and Interest, — Worthy of mention is the fact that 
Roman jurists had a good appreciation of money. ^ Besides 
having a clear idea of its advantages for exchange purposes, 
they saw that it was, in a sense, merely a commodity of a more 
or less changeable value, — a value which is essential to its 
function and which cannot be established by law. 

In the earlier periods of Roman history, the law appears on 
the whole to have opposed interest-taking. The Laws of the 
Twelve Tables fixed the interest rate, but condemned usury, 
thus recognizing a distinction between the two. In 357 h.c. 
the rate was changed to 10 per cent; in 347 it was cut to 
5 per cent; and five 3"ears later interest was forbidden entirely 
by the Genucian Laws. 

But with conquest and the growth of wealth things changed. 
Borrowing and lending were great in amount and widespread, 
large gains being made by borrowing at from 4 to 8 per cent in 
Rome and lending in the provinces at such enormous rates as, 
for example, 48 per cent. Finall}^, the Institutes of Justinian 
fixed rates of from 4 to 8 per cent, according to tlu' character 
of the loan. Such legislation, however, seems to have lx en prac¬ 
tically a dead letter, the actual rate varying with market condi¬ 
tions. 

Economic Thought of the Philosophers. — While the jurist 
said, thou shalt, the philosopher was saying, thou shouldst. 
Though the genius of the Romans was certainly far less ethical 

' The following statement of the origin and use of money by the jurist Pauhis 
has become famous “ Purchase and sale arose from exchanges; for formerly there 
was not money as now, nor was one thing called ware and another price, but each 
according to his necessities used to exchange things lacking utility for those 
which had it, since it often happens that what one has an abundance of another 
lacks. Hut because it does not always nor readily happen that when you have 
what I desire, I in turn have what you are willing to receive, a material is chosen 
whose valuation being permanent and fixed by the state (publica an pvrpvtun 
aesiimalio) should remedy the difficulties of exchanges by equality of value in 
given quantities; and this material being struck with a public form (i.c. coined) 
represents usefulness and effectiveness not so much from intrinsic value as from 
(value in a given) quantity, both being callefl wares no longer, but the one called 
price.’^ Cf. Aristotle’s words, above, p. 66. 

Dw. de contrah. empt. xviii, 1; quoted by Kautz, Gcschich. Entwickelung d, 
Nal Orh., p. 173. See Moyle, Contract of Sale in Civil Law, pp. 3, 221. Kautz’s 
citation seems faulty in grammar and punctuation. 
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than that of tho more spoculative Athenians, yet Roman philos¬ 
ophers g(Mi(rally let ethical notions take the place of scientific 
principles; as, for example*, ('icero saiei that the universal opinion 
ought to be ‘M)re)ught e)ver to the hope that men may k*arn to 
expect the attainment e)f what the^y de*sire by right purposes 
and he)ne\st eI(M‘els, ne)t by fraud and re>guery,’' ^ and again, “Let 
it be settlenl them, that what is wrong is never expe*dient.” ^ 

The* ehie»f writers of this class were^ Cicero, Semeca, and Pliny 
the lOlder; and the yeninger Pliny, Marcus Aurelius, and Epic¬ 
tetus may be mentione‘el. Of all, it e:an said that they decried 
the luxury anel viee*s e)f their time, contemning the thirst for 
riclu's — e*sp(*cially inone^y ~ anel preaching moderation. Ixiok- 
ing back at the* gejod old days, the^y praised a simpler agricultural 
economy. () tempora! 0 mores! Such was Rome\s state that 
he‘r philosophers dreamed of the simple life and called, “back 
to nature*! 

While* ther-e* is more* insistence on a comi^etency of worldly 
ge)e)ds than aine^ng the ide*alistie Grwks and the religious Ho 
bre*ws, there* is neit eine of the*se phile>sophers but would have 
eche)e*el the words, “The love of money is the root of evil.” 
The Gre*e*k philose)])he*rs^ view of interest also prevailed. Cicero 
tells us that Cato thought usury, i.e., interest, as bad as mur¬ 
der, saying, “ Weaild you take intere.st? would you kill a man?” 
Seneca ceinelemned interest-taking on the same ground as 
Aristotle.^ Inele*e*d it must be saiei of these writers, as of the 
Gre*eks, that tlu*y elid not fully appiTciatc the nature* and func¬ 
tions of money, neit to mentiem capital as a whole. 

Quietism and Nature Philosophy. — It was the philosophy 
of the Stoics which not only influenced Roman legal concep¬ 
tions but e.xertcel an important direct inliuenee ujion later eco¬ 
nomic thought. This philose)phy was tinged with a spirit of 
quietism which ineluced in many that economic fatalism so 
characteristic of Oriental thought.^ For example, Marcus 
Aurelius meditated as follows: “Be satisfied with your business, 

■ Or OfficiU, Bk. 11, Chap. 3. ’ Dc Brnefidia, VII, 10 (Kautz, p. 156). 

’ Ihul., Bk. Ill, Chap. 10. * Above, pp, 51, 52, 
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and learn to love what you were bred to do; and as to the remain¬ 
der of your life, be entirely resigned, and let the gods do their 
pleasure with your body and soul/^ ^ Happiness, the Stoics 
believed, lies not in outward things, but in conquest of d(\sires 
and passions; hence their thought was naturally not directed 
toward increasing the production or even improving tlu' distri¬ 
bution of wealth. This belief, im])lying the desiral)ility or 
necessity of man^s making adjustments to environintmt, would 
tend to prevent or remove a sense of individual res))onsil)ility 
for social ills, and to beget a sort of iiua tia in dealing with social 
problems. 

The Stoics* nature philosophy had a similar tendency, in 
that, according to it, the part of the wi^e man is to “follow 
nature.** Nature follows law, they reasoned, — the univ(‘rse 
is systematic and rational, — therefore it is the part of wisdom 
to submit calmly to the all-pervading law of nature. 

This concept of a law of nature held an imi)ortant place in 
Roman thought.^ Its connection with the' jus natumle of the 
jurists is especially noteworthy: of both it may be* said that the 
idea was one of a universal co.smopolitan and eternal law, which 
either corresponds to man*s innate convictions of right, or 
must be accepted as the controlling factor in human action. 
Both as part of Stoic philosophy and as a doctrine' of Roman 
law, this concept, as will appcair, played a considc^rabli' part at 
the birth of economic science in the eighte.'enth century. 

At first glance, Stoieij-m would appear to be idealistic in 
tendency; but as a matter of fact its influences has gc'nc'rally 
worked with materialism in economic thought, illustrating how 
extremes meet. The concept of a law of nature whosc^ pr’nciples 
are innate in man, the ideas that a man is a law unto himself 
and that happiness does not lie in outward things, savor of the 
ideal. But, the Stoics regarded sensations as the? scaircie of 
knowledge, and while they exalted reason they gave it a mati'rial 

^ Meditations of Marcus Aurelius, IV, .31. 

2 Even Cicero, though an adho’-ent of the New Academy, with its I’oripatotic 
tendencies, wrote his ethical works with a dominant Stoic strain. 
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basis. In holdinj^ that a man must submit to the all-pervading, 
rational law of nature, — which led to a species of fatalism — 
they gave an obj(jctive materialistic cast to that law. In short, 
while they Ix^lieved that man can make adjustments to natural 
law and thus may gain happinass, they also I>elieved that it is 
possil)le for him to do so only by conforming to natural law. 
The inHu(*n(‘e of such philosojdiy upon economics may be seen 
in the thought of ihv, Phy.siocrats and Adam Smith.^ 
Agriculture the Only Honorable Industry. — A limitation 
upon Roman (‘conomic thought, one common to Romans and 
Greeks, was th(' pr(‘vailing idea that the only honorable in¬ 
dustry is agrieultur(\ Cic(‘ro may I 34 ' regarded as typical in 
this respcMd, and h(‘ wrot(j: “Now as to the trades and modes 
of g(^tting gain that are to be r(‘gardcd as respectable, and those 
that are to be d(‘ein('d mean and vulgar, the general opinion is 
as follows: In tin* first place, those callings are held in dis- 
est<*(‘m that coiik' into collision with the ill will of men, as that 
of taxgathen*rs, as that of usurei's. The callings of hired laborers, 
and of all who an* ])aid for their mere work and not for skill, 
are ung(*nt<‘(*l and vulgar; for their wages arc given for menial 
s(*r\’i(*(‘. I'lio-se who buy to .^*11 again as soon as they can are to 
be account(*d as vulgar; for they can make no profit except by a 
certain amount of fal.si*hood, and nothing is meaner than false¬ 
hood. All nu'chanics are (*ngag<Hl in vulgar business; for a work¬ 
shop can haw nothing r(\sjH'ctablc about it. Ixiast of all can 
we speak W(*ll of the trades that minister to sensual pleasures, — 

‘ Fishmongers, butchers, cooks, poulterers, and fishermen,’ 

as Terence says. Add, if you please, to this list perfumers, 
ballet-danc(‘rs, and the whole tribe of dice-players. The pro¬ 
fessions which require greater skill and are of no small benefit 
to the community, such jis medicine, architecture, and the in¬ 
struction of youth in lilKU’al studies, are respectable for those 
whos(^ rank they suit. Commerce, if on a small scale, is to be 
regarded as vulgar; but if large and rich, importing much from 

' See below, pp. 17S IT., 2'M f 
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all quarters, and making extensive sales without fraud, it is not 
so very discreditable. . . . But of all means of acciuiring gain, 
nothing is better than agriculture, nothing more productive, 
nothing more pleasant, nothing more worthy of a man of liberal 
mind.'' ^ 

Practical Tendencies. — Though there was a feeling of dis¬ 
favor among the upper classes, at leiust, toward the crafts and 
small-scale commerce, and the quietism in thought just noted, 
still the Romans were notably careful in business relations and 
matters of account. Many instances might be cited of their 
accurate and cautious manner of recording both public and 
private transactions.^ Moreover, there is evidence that crtnlit 
institutions similar to the check aiul promissory note were 
known and used, while Cicero reciuested Curius to honor Tiro's 
draft for any amount and asked Atticus to ascertain if he could 
get exchange in Athens.^ While of little direct signifi(*anc(' a.s 
to economic thought, these facts would indicate that, although 
lacking in theoretical analysis, the Romans must have had 
many concrete ideas about economic relationships. 

Writers on Agriculture. —Chief among the scriptores de re 
rusticaj or writers on agricultunj, were C'ato, Varro, and Colu¬ 
mella. These writers produced .semi-technical treatises on rural 
economy, dealing with the production of wine, oil, etc., the 
raising of different grain crops, and grazing. Then, in the in¬ 
troduction or some concluding book, general principles of private 
economy were added. They agree in decrying the latifundia, 
or large estates, absenteeism, and the spread of slavery, and in 
praising small-scale faiming. Their pretty general condemna¬ 
tion of slavery on economic grounds is especially noteworthy. 

Varro's statement is typical: ‘‘To this whole class of free 
men [who till fields] the statement is applicable that it [)ays 
to use hired help rather than slave labor at all times in dis(^ji.se- 
laden districts, and even in the healthful regions as well for the 

* De Officiia, Bk. I. 

*See, e.g., Oliver, Roman Economic Comlitiona to the Close of the Republic 
(University of Toronto, 1907), pp. 130-131. 

3 Ep. ad Fam., XVI, iv, 2; XI. i. 2; XII, xxiv, I. 
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moro difRciilt tivsks of husbandry like the harvesting of the 
vintage' and the crops/' ' 

Originally, the UoniarLs were a stern and war-like folk, of 
simple' taste's. As a pe'ople', the'y always dreaeied the se^a, and 
were' sle)w to emgage? in fe)re'ign trade.^ It was only after military 
cone|ue\st hael e»nrie*he*el the*m with boe^ty, therefore, that the'y 
aceiuire'd luxurie's and luxurious taste's which necessitated com¬ 
merce'. At thei same time the use of slaves increased to great 
prope)rtions, while there w^as a concomitant elejsUuctiejn of the 
inele'peneie'iit ye'e)man class. Land w'as cultivated in the form of 
gre'at e'state's, Intifundia, for absente'O landlords, w'hile an in- 
cre'iising mass eif fre'e' but irnpoverishe'd citizems was maintained 
in the? e'itie's at the' public e xpen.se. This nic'ant a gre)wing sep- 
aratie)n eif classe s. It is little weinebr then that the writers of 
the ele'ge'ne'rate* perieiel turne'd le)ngmgeye*s upon the simple rural 
life e)f bygone' elays. 

The' similarity In'twe'en Reime's later days and the condition 
of Fraiu'e' in the' eighte'e'nth century has ben'll imticed by some 
histeirians,’’ anel it is an inteavsting refle'ctiem that in both cases 
a dee'lining state' eaiuse'd men to long for a simpler and more 
**natural" life. 

Roman Ideas on Value. - In accord w ith the practical, non- 
speculative' geaiius of the Romans was their thought concerning 
value'. Passing freim a re'gime' of custeimary price, they had, as 
early as 450 n.c., when the Laws of the Tw'elve Tables were 
formulate'el, le'ft tlie de'tea-mination eif price to the fluctuations 
of the marke't. The' laiyer was given no recourse against the 
selle'r e^xevpt in e'ase of misrepresentation, and Paulus quotes 
Pedius to the efTe'ct tliat *‘the prices of things are to be deter- 
miiu'el neither with re'ference to affi'ctiein nor to their utility to 
single individuals, but prices have a common validity." ^ It 

‘ Dv Re Rustica, I, xvii, 2; ritod !>v elliver. Roman Economic Conditions, p. 127. 

* Hut SCO Oliver, Roman Economic Conditions (University of Toronto, 1907), 
pp. 21 ff. 

^ E.r., Knutz. above cited, p. 101 

* Ad Lcacm AquiUam, Dig., Bk. IX, tit. ii, § 33; Sewall, Theory of Value before 
Adam Smith, p 
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was the doctrine of the jurists that each might seek to overreach 
the other in the matter of price. But as for any analysis of the 
forces which determined what constitutes ‘‘overreaching,” or 
any exact definition of it, there was none. 

As time went on and exchange grew, the concept of a just 
or true price, verum 'preiium, aro.se. Thus one of the Biinperor 
Diocletian^s rescripts allowed the seller a right of recovery in 
case of a sale for under half the true price (verum preiium).^ In 
an edict De pretiis rerum venalium (a.d. 301) the same' ('mpt*ror 
attempted to fix a just price on the basis of customary cost of 
production.2 Though these rules could not be enforciMl, they 
certainly show .some tendency toward introducing (Ethical con¬ 
siderations,^ and toward a limitation of the freedom of contract 
during Romeos later years. 

It is to be observed that the importance of wants and utility 
did not escape recognition, though not as a chi(»f fact(,!’. Thus 
Cicero says, “The only limit to the valuation of such things 
(bronze statues) is the desire which any one has for tluan, for 
it is difficult to set bounds to the price uii!e<s you first .s(*r 
bounds to the wish”;^ and Seneca remarks that sonu' things 
are of greater value than th(' ])rice which we pay for tlaan. Su(‘h 
a recognition could .scarcely have failed to obtain wIkmh* then' 
was a knowledge of Greek philo.sophy. It senuns too much, 
however, to say that, after the developnaait of comm(‘rc(* and 
credit, utility became the ba.sis for exchange valuer, tlu* judgment 
of utility depending on the wants of the average normal man.*^ 

Industrial and Commercial Regulations. It is not to be 
inferred that, because the Roman law stood for private? prope'rty 
and freedom of contract, the Roman .state? diel ne)t interfe're? in 
economic matters. In times of financial crisis the state e'stab- 
lished a public bank to supplement the activities of the pro- 


* See Ashley, English Economic History, Vol. I, p. 208, note 19. 

* Mommsen, Der Maximaltanf des Diokletian (Berlin, 1S98). 

® Of. Endemann, W., Studicn in der romanisch-kanonislischen Wirtsrhafti- u. 
Rechtslehre, II, 30. 

* De Beneficiis, Bk. IV, Chap, xxv (Sewall, above oited). 

® Rost, Die Wert- und Preisthcorie (Leipzig, 1908), takes this view, p. 20, note 1. 
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fossional bankers of the Forum/ and not a few measures for the 
|)rot(*etion of (l<‘l)tors weni pass(?d. Cicero induced certain Greeks 
and Romans, who had cornered the food supply in Cilicia, to 
promis(» stores to th(» people; and fines were levied on grain 
m(»rehants who by hoarding had raised prices. An sedile in- 
sp( ctiul goods plae(‘d on .sale in Roman markets, confiscating 
thos(i in whi(*h fraud wtis found; and at various times the gov- 
ernnuMit took nu'a.sures to prevent fonagn competition with 
Italian productTs, to regulatci prices of oil, and to prevent the 
('xportatiou of precious metals. An inten^sting case*, too, is the 
n'gulation of traffic in Rome, loaded wagoiLs being forbidden 
th(* us(* of the stre(‘ts, except during the evening or night, and 
only thos(‘ engaged in purjlic building operations could be used 
l)etwi‘(‘n sunrise and the tenth hour.'^ All this was before the 
clo.s(» of the Republic, and indicates the re cognition in a practical 
way of th(» lU'cessity for state particij)ation in industrial matters. 

Influence of Roman Thought. — W hile it must be admitted 
that, th<‘ir l(‘gal contributions exeopt(*d, the Romans added little 
to th(‘ str(‘am of <‘coii()inic thought, their imi)ortance as a 
nu’dium for such thought is gn^at. The mystery of antiquity, 
the sonorous tongue, tlu; pn^stige of military and political pre- 
('minenc(» all combined to spread the writings of Roman orators, 
(‘.s^ayists, and philosoph(»rs; and with them were disseminated 
th(' Stoic philo.sophy and the ideas of the Greeks. W"ith them, 
too, W(Mit the practical maxims of the people, and incidentally 
th(» advic(' of the father or the meditation of the statesman 
conveyed idi'as of economic .significance. 

Tlu‘S(‘ writings n'ad, nay, studied, by men' of a later 
day, in (huanany, France, and England, wdiose veneration for 
them gave them a wc'ight which we can hardly realize. More¬ 
over-, the ndative devedopmerit in economic thought of the early 
moderns was not great, and their economics and ethics w-ere not 
untangl(»d. Thus it is that this seeming commonplace of Cicero’s 


1 Livy. VH, xxi, S; XXIL lx. 4; XXIII. xxi. 6. 

*'‘Lcx Julia Munij*ipalis,” ("orpus Inscni)tiorum Lalinarum, Vol. I, 206; H, 
66-01, 06-07 • citoil l)y Oliver, Homan Economic Conditions, p. 133. 
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or that of Seneca's had much greater influence than was war¬ 
ranted by its intrinsic economic worth, and greater than it 
could have with ourselves. Though the Romans did not din^ctly 
develop economic theory, a knowledge of their writings is 
essential to an understanding of the continuity of the history 
of economic thought. 

Division of Labor. — To take but a single example, consider 
the subject of division of labor. Adam Smith first fully de¬ 
veloped its economic aspect; but he rested upon Hume and 
Hutcheson. But Hume's footnotes are full of allusion to Roman 
writers, and Hutcheson expre.ssly acknowledges his debt to 
Cicero on this very subject.^ From this it is not to be inferred 
that but for Cicero and his Greek pnnlecessors tlu'n? would 
have been no division-of-labor doctrine, nor that Cicero und(T- 
stood the full significance of such a doctrine. When, however, 
an idea becomes part of a syst(‘m of thought, it gains a signifi¬ 
cance and richness of content that makes a case like the pre¬ 
ceding of some interest. 

Summary. — In brief summary, it may be remarked that 
great service of the Romans to economic thought was the de¬ 
velopment of jurisprudence as a science, a jurisprudence whose 
practical spirit supported a great degree of impersonal individ- 

^ System of Moral Philosophy, Vol. I, p. 290. Cicero’s words are as follows:— 

“Indeed, the very things that I have called inanimate are produced for the 
most part by the labor of men, nor could we have them unless hamlicraft and 
skill had given their aid, nor could w’e utilize them except umler the management 
of men. Nor without the labor of man could there be any c*are of health, or 
cultivation of the soil, or harvesting and pres(»rvation of grain and other prod¬ 
ucts of the ground. Nor could there Ikj the exportation of our superfluous 
commodities, nor the importation of those in which we are lacking, unle.ss men 
performed these offices . . . whence, indeed, could hou.ses . . . have In'cn 
furnished . . . unless society harl learned to 8(*ek aid in these things from 
men? . . . Why should I enumerate the multitude of arts without which life 
could not have been at all? How could the sh’k l)c cured, what would 1x5 the 
enjoyment of the healthy, what w'ould 1x5 our food or our mode of living, did not 
so many arts give us their ministries*' It is by these things that the civilized life 
of men is so far removed from the subsistence and mode of living of the Ix^asts. 
Cities, too, would not have been built. . . . These things have been followed by 
mildness of disposition and by modesty, and the conse(iuence is that human 
life is better furnished with what it needs, and that by giving, receiving, and 
interchanging commodities and conveniences we may have all our wants sui>- 
plied.” {De Ojjiciis, Bk. II, Chaps. 3-5.) 
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uali.sm through its doctrines concerning property, contract, 
int('rest, and th<! like. To this should be added the influence of 
Stoic philosophy, with its mixture of idealism and materialism. 

As Ingram says, “Their historic mission was military and 
political, and the national energies were mainly devoted to the 
public .service at home and in the field. ... As might be ex- 
j)ected from the want of speculative originality among the 
Homans, there is little evidence of serious theoretic inquiry on 
economic subjects.” * 

It is ess(‘ntial to emphasize thiur influence in an objective 
way through iiwtitutions, juristic or political, and further to 
point out that tlunr pnwtige as classics gives them an adven¬ 
titious importance. 

‘ A HitUoru of Political Economy (New York, 1907 ed.), p. 19. 



APPENDIX TO CHAPTER V 
Quotations fuom Writers on Agriculture 

After the paterfamilias has come to tlio villa and performed his 
devotions to his domestic deity, lie oiiji^ht that same tlay, if possible, 
to make a tour of his farm; if not that day, at least the next. When 
he has considered how his liekls should be cultivated, what tasks 
should be completed, what not, then on the n(‘\t day he ou<;ht to 
summon the vilicus, and inquire what work has been accomplished, 
what still remains; whether the work is far enou^^Ii advanced for the 
season, whether what still remains can be completed, what has been 
done about the wine, corn, and other products. When he ha^ asc(‘r- 
tained this, he ought to inspect the account of the various workmen, 
and of the working days. ... W hen there have been storms, con¬ 
sider the work that could have Imhmi performed wlnh' it rained; jars 
ought to have been washed and pitched, the villa cleaned, corn car¬ 
ried away, dung removed, dunghills made, seed cleaned, old ropes 
repaired, new ones made, and the slaves ought to have patch.ed to¬ 
gether their rag-garments and caps for ihem>elves. On holy days 
old trenches could have been (*leaned, the highways paved, the brambl(‘s 
cut, the garden dug, the meadow cleared, twigs bouinl, thorns rootl'd 
up, the sjiclt pounded, ever^'thing put in order. When the slaves 
have been sick, the ordinary supply of jirovisions ought not to have 
been given to them. When he is (|uite satisfied with his examination, 
he should give orders for the completion of the work that n'lnains. 
He should then inspect the accounts of the rilirus^ money-account and 
provision-account, the supjily of food prepared, the wine-account, the 
oil-account, what has been sold, what used, what remains, what of 
this is for sale. Let there be good security for what is owing. As to 
what remains, he should see that it tallies. He should buy what is 
wanting for the year, have the surpluses sold, let out the necessary 
contracts. He should give orders concerning the works he would have 
completed, and the things he is inclined to let, and leave his order in 
writing. He should carefully inspect his flocks, make his sales, sell the 
superfluous oil, wine, and corn, if they are giving a good price, sell the 
old oxen, the refuse of the cattle and sheep, wool, hides, the old carts, 
old iron tools, and old and diseased slaves. Whatever is superfluous he 
ought to sell: ‘A farmer should sell, not buy.^” (Cato, l)e He Hus- 
tica^ II.) 
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Of the vilirus (’ato says: ^‘llo should maintain good discipline, 
attend to the ohscTvance of holy days, keep his hands olT the prop¬ 
erty of oth(‘rs, faithfully pnjtect his own, j)resirle over disputes among 
the slaves, punish with discretion those guilty of a delin(|uency, provide 
against ill Ixifalling the household, against sickness, against hunger. 
If he keeps th(‘ slaves busy with work it will be easier for him to keep 
them out of mischi(‘f and out of other jx^ople’s affairs. ... He must 
extei^d loans to nonci Nsithout his master's ordei'^, and must exact pay¬ 
ment from his mast(*r’s debtors. He; must le nd no one s<‘<‘(i for sowing 
or provisions or spelt or wine or oil. I.fet him have two or three house¬ 
holds from which h(' may borrf>w, (»r to whom he may lend articles — 
l(‘t this b(‘ the limit. lie must often reckon his ar counts with his master, 
lie must not use the sam ‘ labourer, hnel s. mint, or cultivator longer 
than a day. He must not de-ire to sell anvthing without his master’s 
knowledge', or to conceal anything from his iMa.ster.^^ (C.\to, Dc Re 
Rusfira, \\ 1 -o.) 

“As for thosi* articles which can be raiserl on the farm or manu- 
factuH'd by th(‘ servants noiu' of thi'se should bo bought. Of such a 
nature are nearly all tho-e utensils in the manufacture of which you 
usi* osi(*rs and otlier mat(*rials at hand in the country; for example, 
baskt'ts, broom-basketthreshing-slrdges, winnowing-vanes, hoes; so 
too those in the making of which are employed hemp, lin(*n, rushes, 
palms, bulrushc's, as mpes, cords, coverings. Hut in the ca^^ of things 
which you caniiot produce on tlu* farm make your purchases with a 
view to th(‘ir usc'fuliu'ss rathc'r than ornament, and then their cost 
will not i*at up th(‘ir profit, 'riiis will Ix' esjK'cially the case if you get 
them when* thi*y can l)e obtained good in (luahty, close at hand, and 
cheaj) in price.” (Wvhhu, Ik Re Rudiai, I, XXII, 1, 2.) 
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chapti:r VI 


THE MIDDLE AGES ^ 

The Period Defined. — 'Fh^ro is n cortain rather ill-defined 
period in the world’s history which is eoinmonlv known ;i.s the 
Middle' Most writf'rs afiree in plaeinj:^ the beginning of 

this period at tin* fall of the* Roman lunpire in 476, but its ending 
is not so ch ar. Dr. Ingram and oth(*r.^ would bring it to a close 
\vith th(‘ y(‘ar 1300, and it may b(‘ agreed that the Middle Ages 
n*a(*hed a climax at about that time. Rut it by no means follows 
that the years of decline and br(‘ak-up of medieval institutions 
which ensiK'd, constitutcal tht' b(‘ginning of things modern. 
Ingram hinw'lf says that tlu' inovem(‘nts of his first modern 
phas(‘ (blOO-loOO) “can scarc(*ly be said to find an echo in any 
cont(*mporary (‘conomic. lit(‘ranir(‘.^^ 

It se(‘ms more m arly trm* to n‘gard the years about 1500 as 
marking the (‘lul of nu'du'val times. By 1300 the transition wars 
not compl(‘t(*. Not till toward the dost' of the fifteenth century 
did Ilumani'^m mark th(^ lix' of new tendencies in thought. At 
tli(* same' tiim* the ri'ligious world was on the eve of its great 
R(*ft)rination; whih' in the mixed fh'ld of politics and economics 
thc‘ b(‘ginning of modern nation-building may be discerned. 
Mon‘ objectively, tlu'H' wen* such geographical discoveries as 
that of America and the water route to India (1408); and the 
ext(‘nd(*d use of such ag(*nts of civilization as the mariners’ com¬ 
pass and gunpowder Ix'gan during tlu' same period. The sig¬ 
nificance of th(i inllux of silver which followed the discovery of 
Amc'rica has often been not(d and its importance in bringing 
about the exchangi' ('conomy of modc'rn times commented 

^ Set* O’Hrion, Essat/ on ^^i'(iuvnl Economic Tmehino: Gray, The DcctlopmctU 
of Economic Doctrine, (’hap. II; Monroe (Kd.), Enrlii Economic Thought; Sewall 
Theory of Valm In fore AtUim SrnUh, ami references in following footnotes. 

* Following Comte. 
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upon; but American mines were not opened until the sixteenth 
century. 

In a word, the Middle-Age period does not close with Nicole 
Oresme (d. 1382), but with Gabriel Biel (d. 1495), his disciple, 
who is sometimes called “the last of the schoolmen.^’ 

If further proof were needed, it might be observed that 
Feudalism, a preeminently medieval institution, did not gen¬ 
erally begin to lose its power until after 1500, the period during 
which it really represented the political organization of French 
society, for example, being that lying betw('en the years num¬ 
bered 1300 and 1500.^ It was in the early sixteenth century, 
too, that the English government gave the death bk w to craft 
gilds, another medieval institution. 

On large lines, and from the point of view of systems of 
thought rather than systems of industry, the Middle Ages may 
with profit be divided into two periods. From 400 down to 1200, 
or shortly thereafter, constitutes the first. During these years 
Christian theology opposed Roman institutions, and Germanic 
customs were superposed, until, through action and reaction, 
all were blended. This was the reconstruction; it was the 
“stormy struggleto found a new ecclesiastical and civil s 3 ^s- 
tem. From 1200 on to 1500 the world of thought settled to its 
level. Feudalism and scholasticism, the cornerstones of medie¬ 
valism, emerged and were dominant. The latter, springing from 
the fusion of Aristotle\s philosophy with Christian theology, was 
formulated by Thomas Aquinas, who may be said to mark the 
turning point between the sub-periods. ^ 

Early Germanic Contributions to Economic Thought. — 
Relatively little is to be said about the economic ideas of the 
early Germanic tribes. Their contribution was rather a new 
point of view, given expression in particular customs. This is 

^ Esmein, Coura ^Umentaire d^histoire du droit frangaia. 

^ The periods suggested correspond rather closely to those in industrial history. 
Sometime during the twelfth or thirteenth centuries in England, and to a less ex¬ 
tent in France and Germany, a town economy with division of occupations, 
inter-municipal trade, and money, largely replaced an independent domestic 
economy in which those characteristics were more or less lacking, and land was 
the chief basis of social and economic life. 
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not the place to discuss the mark, the three-field system, and all 
the inter(‘stiiip: phcMionuMia of their industrial life. It will suffice 
to recall the fact that originally the social and economic unit 
was the village community ((tenossenschaft)^ a virtually self- 
suffici(‘nt group of households, democratic and similar in wealth. 
The community came bc^fore the individual, and within it the 
idea of brotherhood was strong. It followed that exchange for 
gain wits hardly tol(*rat(‘d within the community, but a common 
value was placed upon such things as wctc exchanged, and even 
exchangers with other groups were regulated. There was no 
money ('conomy. 

The id('as and customs of the Germanic tribes sharply differ¬ 
entiate them from the Romans. ''Fhe latterr leased their taw upon 
individual propea-ty rights; th(‘ former emphasized the commu- 
nit}", — though a large d(‘gn*e of deaiiocracy gave room for a broad 
individualism. In agriculture, for example, the members of the 
village community, d(\spit(‘ individual ownership of arable land, 
had to do their work at th(‘ same time and in the same way. 

Accordingly, with the Romans there was a sharp distinction 
b(»tvveen private and public rights, but in the case of the Teutons 
these rights were mutually determining and faded into one an¬ 
other. More spijcifically, Roman law made property rights 
rath(*r absolute and rigid, while by G(*rmanic custom these 
rights w(Te relative and changing. For example, the Getiossen- 
schaften had s('V'(*ral differiMit kinds of landed property, perhaps 
these four: dwelling places, gardens, arable lands, waste lands. 
In the first two, a larg(‘ degn^e of priv ate propert}^ was recog¬ 
nized; but the fields, with their changing strips, were subject to 
the plans of the community, and the waste land, or “commons,^' 
as its name implii's, was the property’' of no individual. Thus 
property rights had a different extent according to the nature 
of the object inv^olved. 

A noteworthy characteristic was the emphasis put by these 
peoples upon personal rights. Their laws seem to indicate that 
they were more concerned about such than about property 
rights. On the other hand, and almost paradoxically, personal 
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rights depended largely upon landed property, land being the 
chief factor in their industrial stage. 

The Influence of Christianity and the Church. — If the 
Roman component be taken for granted, Christianity and the 
Church may be considered next as perhaps the chief factors in 
determining medieval thought. It is necessary to keep these 
two ideas separate, for few will deny that Christianity as a 
religion is quite distinct from the various institutions or churches 
which profess it. Those principles of Christian doctrine which 
have any direct economic significance follow. 

(1) Christianity taught a brotherhood which extended be¬ 
yond community or nation, embracing all classes and races. ^ 
It was cosmopolitan in spirit. 

(2) The Church, in accordance with the spirit of Christianity, 
taught the natural equality of rights among men. Men may 
be unequal, but only as brothers are. The ancients, as already 
seen, believed that men were different by nature: slavery, like 
castes, Levites, and guardians,was natural, and corre¬ 
sponded to some inherent baseness. 

(3) Accordingly, slavery was condemned, wholly or in part, 
the least radical teaching being that the slaves of the laity should 
be freed when Christianized. 

(4) And closely connected with the doctrine of brotherhood 
and equal rights was the idea of a natural community of prop- 
erty.2 Originally, and according to the law of nature, men 
owned all goods in common. 

(5) One of Christianity's teachings, which was notably at 
odds with the ideas of antiquity, was that concerning the 
dignity of labor. This it upheld, though not without some ec¬ 
clesiastical adulteration, and the ideal became a force working 
for a greater recognition of those who ate their bread in the sweat 
of their faces.^ The various Biblical maxims concerning the merit 

1 “And if a poor man have a quarrel with a rieh man, sustain the poor rather 
than the rich, until the truth is made clear, and when you know the truth, do 
justice to them.” (Advice of St. Louis to his son.) 

* See article by H. H. Swain in Bibliotheca Sacra, October, 1897, on this point. 

* Gen. iii, 19. 
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of industry were of no small weight to the men of this credulous 
time. 

(6) Charity and almsgiving, too, were among the cardinal 
virtues. Not only the writings of the Old Testament, but the 
words and spirit of Christianity, taught the duty of giving aid 
to the poor. St. Louis advises his son thus: *‘Dear son, have a 
tender and pitiful heart for the poor, and for all those whom you 
believe to be in misery of heart or body, and according to your 
ability comfort and aid them with some alms.” This quotation, 
however, suggests two limitations upon the charity of medieval 
churchmen: their alms wen' in theorv to be given only to those 
recognized as being in real need, and then were to be in pro¬ 
portion to the donor^s means — as an offset to inequalities in 
wealth. Charity was considered a duty, and represented both a 
recognition of social inequality and the trusteeship of the rich. 

(7) Finally, ('hristianity was a force for purif>dng and per¬ 
petuating the family and family life. 

Thus the Chri.vtian religion tended to introduce elements 
which were deficient in the philosophy of Roman jurisprudence. 
The personality of man was emphasized. With the increased 
recognition of human worth came the introduction of moral and 
humanitarian ideas which placed new limitations (duties) upon 
individualism, while increasing the rights of many individuals. 

In fact, one cannot but be impressc'd with the idea that, on 
the whole, Christianity and Germanic customs worked hand 
in hand. Their fidelity, their relative freedom, their greater 
equality, their emphasis of the personal element, all made the 
Teutonic folks a ready medium for the leaven of the new reli¬ 
gion. Both of these factors in medieval thought tended to 
emphasize ‘‘duties” as related to “rights” — the responsi¬ 
bilities of power. It should ever be remembered that the serf 
had certain rights which repre.sented the duties of his lord. 
This is an important aspt'ct of medieval thought. 

As already suggested, the foregoing principles of Christianity 
were considerably modified or given a special meaning in their 
practical application by the Church. To mention but an in- 
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stance or two: the “natural law’’ of equality was admitted to be 
modified on grounds of expediency so as to permit inequality 
both in property and in status. The idea of brotherhood was 
reconciled with inequality in wealth by teaching that charity 
is a duty, and by preaching that the rich should regard them¬ 
selves as trustees for their brother men. 

At the same time, it must be notcxl that charity was too 
commonly regarded as an end, as a pious thing, rathc'r than as 
a means for benefiting society or the poor. So, too, with manual 
labor: it was regarded rather as a form of discipline for the 
attainment of salvation than as a means for producing wealth. 
Pride was not to be taken in the craft, and the main interest 
was not to be in the product. 

As a rule, the gom i\A economic dev('lopment was not favor¬ 
able to the complete advancement from slavery, and the Church 
made room for it on grounds of expediency. Serfdom can scarcely 
have disappeared in towns by the year 1000, while agricultural 
serfdom lingered on into the nineteenth century. Still there was 
the tendency toward freedom. 

Prior to the thirteenth century the C'hurch fathers concerned 
themselves but little about economic matters.' For one thing 
a very simple independent domestic economy prevailed; and, on 
the other hand, purely religious ideas were in control. Conse¬ 
quently, one finds little but moral dissertation concerning the 
evils of luxury, and the like. Among the most noteworthy eco¬ 
nomic ideas were those concerning the desirability of wcuilth, 
value, and the relative merits of different forms of industry. In 
these there is little new. Agriculture was praised; manufacture 
did not displease God; but trade could not be phrasing to the 
Deity. Material wealth was dangerous to spiritual welfare, 
though it was permissible to the laity if used for the good of their 
fellow men. As to value, the recognition of labor was preparing 
the way for a cost theory based on the labor element. The 
general notion appears to have been that value is absolute and 
independent of price. Accordingly, exchanges were looked upon 

^ Cf. above, p. 34. 
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as just or unjust in proportion to the equality of the absolute 
valuers; and usury was forbidden to churchmen on the ground 
that in tluj taking of inten^st a greater value would be exacted 
than that given, which would result in injustice to the borrower. 

But as (»arly as tlu? (ihivtaith century progress began. With the 
growth of monasteries, towns, handicraft, and commerce, and 
the increasing us(' of money, new phenomena were presented; 
while in the t\\(*lfth c(*ntury the first Latin translation of Art- 
totle\s Politics found its wav into west(‘rn Europe. The latter 
fact marks an e})och in medieval thoiight. 

Scholasticism and Canon Law.* --Neither Christianity nor 
the Church, but part of l ach, with an admixture of the philos- 
o])hy of Arii'totl(‘, was scholasticism. It was the .system of 
tliought which came to dominate ecclesia.stics during medieval 
tim(\s; it was scholarship of the Middle Ages. In it the theo¬ 
logical eleiiK nt was dominant, and no advance in knowledge 
was consid(‘i(‘d establisiu'd until the lawv idea was fitted into 
its niche in the struct me whose foundation was religious. It 
cannot 1)(» calk'd a science, for it did not seek to explain phe- 
nonu'iia so much as to apply certain absolute rules of conduct 
to existing conditions. Tlu' last word was said with a citation 
from the Bible, on(* from the (liurch fathers, and now" and then 
one from profaiu* history. 

It is not improbabk* that the progress made by medieval 
scholars in economic thought has oftc'u l>een underestimated, 
largely, no doubt, liecau.se their methods and conclusions w’ere 
so differi'iit from those now dominant. It was Roscher^s opinion 
that the scholastics, and above all Scotus, made more progress 
than is commonly beli('v<'d, though only in certain special forms. 
Most valuable is that part of tlu'ir work devoted to the sacra¬ 
ment, especially tlu' .sacrament of confession. Here were investi¬ 
gated th(? conditions which must precede the absolution of the 
penitent sinner and how far hc! must mak(' good his wTong; and 


^ For a valuable* analyt^is of rclifi^ious thought in the sixteenth and seventeenth 
centuries see 11. M. Robertson, Aaptcts of the Hise of Economic Indivulualism 
(1933). 
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that led, in the case of sins which involved economy, to an in¬ 
quiry into the nature of economic institutions. The com^lusions 
reached will be discussed in a moment. The difficulty was that 
economics was not made a distinct line of thought. The monks 
knew little outside of Aristotle’s writings, and Aristotle wrote 
no books on political economy.* 

Thomas Aquinas has been called the prince of scholastics. 
He it was who with infinite pains and ingenuity strove to weld 
the teachings of the Bible and of Aristotle into a harmonious 
body of thought. And, in the uncritical judgment of his con¬ 
temporaries, he succeeded. One result of his attem])t was the 
celebrated classification of laws into eternal, natural, human, 
and divine. The first is the controlling plan of the univcTse 
as conceived by God; that part of it which can be grasped by 
man and which enables him to distinguish good and evil is 
natural law; while human or customary law consists of the 
enactments of earthly powers. Divine law is that part of the 
eternal law revealed in the holy writings. Human law should be 
based upon natural law. It fell into two parts: civil law (Roman) 
and canon law (Church). Canon law, or the Corpus Juris 
Canonici, was coordinated and given a systematic form about 
the middle of the twelfth century by the monk Gratian of 
Bologna. It was drawn from a mass of ecclesiastical h'gislation 
and decisions, thus containing elements of Christian doctriiu', 
Aristotelian philosophy, and Roman law. It expressed the 
judgment of orthodox churchmen concerning human relations, 
and so contained economic ideas. 

The tendency of scholasticism was on the whole opposed 
both to individualism and to the emphasis of the human per¬ 
sonality as the basis for economic decisions. It tended to sul)- 
ordinate the individual to the institution, and to consider man 
as subject to natural” laws. Thus, on the one hand, it tended 

^ This explanation is given by Gasser, Introduction to the Economic, Political 
and Kameralistic Sciences (Halle, 1729), as a reason why economic subjects hail 
not been taught in the German universities. A work under that title is some¬ 
times attributed to Aristotle, but even if he wrote it, it does not deal with 
economics proper in any distinct way. 
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to limit that rcferonco to individual choices which was to become 
the basis of economic science; while, on the other hand, it kept 
alive and emphasized the concept of social uniformities and 
the dominanc(i of abstract “laws’* which later contributed to 
the idea of that science. 

Value and Just Price. — Passinj^ over ideas concerning 
wealth and industry, which were substantially those mentioned 
above, one reaches the heart of their economic thought in the 
doctrine of justufn pretium. This doctrine rested upon their 
notion of value. This concerned exchange value, for exchanges 
had become more important than in Aristotle’s day. But the 
institutions of an independent domestic economy, and the ideas 
of production for use, were sufficiently prevalent — and com¬ 
petition was sufficiently absent — to make freely determined 
market values seem “unnatural.” Labor was the chief factor 
in production; the gild master worked at his trade; there was 
liitle cai)ital. So the worth of a thing tended to be judged by 
the amount of labor required to produce it. Briefly stated, 
the doctrira? of “just price” was that every commodity has 
some one true value which is absolute, and is to be deter¬ 
mined and l)e made objective on the basis of the common 
estimation of the cost of production, which usually covers 
labor. 

The words, “is to be determined,” are used deliberately; for 
the doctrines of the scholastics are only to be understood when 
considered as ethical, — as laying down what should be, rather 
than scientific conclusions tis to what is. To sell a thing for 
“more than it is worth,” was regarded as immoral. 

As formulated by All)crtus Magnus (1193-1280) and Thomas 
Aquinas (1227 or 1225-1274), the theory was that value should 
equal the expenditure of labor and other costs. Thus, according 
to Aquinas, a man might lawfully charge more than he had 
paid “either because he has improved the article in some re¬ 
spect, or because the price of the article has been changed on 
account of diffi'rence of place or time, or on account of the 
danger to which he exposes himself in transferring the article 
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from place to ])lace, or in causing it to be transferred.” ^ This 
generalization, however, was (iualifi(Hl to the (wtent that only 
those costs which were incurred in producing things which satis¬ 
fied normal or natural wants were (h'ti'rmining.- FurtluM inore, 
the labor element was weighted according to tlu^ social rank of 
the laborer. This involved th(i important idea of ‘\status” and 
fixed rules as to the standard of lif(^ for each status, in ord(‘r 
that the cost of production — as it was conceived — could be 
determined. 

The value thus fixed was not n('C(\s.sarily expres.^ed in mark(‘t 
price, and was independent of the estimate' of buyer or .^e'lh'r. 
It was a question of justice',*^ and it was the duty of the law to 
step in and fix the price according to the above ])rincipl(‘s. In 
short, ‘^just price” was akin to our concept of “fair value',” 
and, as opposed to objectively dc'termiiK'd marke't value', it in¬ 
volved a process of ‘‘valuation” or#“price* fixing.” It was epiite' 
in harmony with this conce'ption that (’harle'inagne', at an 
earlier time, ordained “that no man, whe*the‘r e*ccle*siastie* e)r 
layman, shall, either in time' e)f abunelane'e', e)r in time' e)f se'are'ity, 
sell provisions highe'r than the price re'ce'ntly fixe'el pe'r bu^he'l.” * 

With the rise e)f towns anel mone'v e'ce)ne)inv, this ne>tie>n e)f 
value be'gan to be me)difie‘d, though it ele)ininate'el the' whe)le' 
period and beyond. Aquinas gave' se)me' e*e)nsiele'ratie)n te) utility 
and to the amenint offere?el fe>r sale?, or supply. Burielan (1300 - 
1358) went farthe'r anel, fe>lle>wing Ariste)tle*, state'd that the' 
nu'asure of value is to be femnd in the* .satisfaction of wants: the* 
greater the need, the higher the' value?. And Bie?l (die'el 1405), 
while standing for a necessary e'qiiality in value of ge)oels e'x- 
changed, bases it upon their utility for human ends.^ But whe'ii 

^ Quaestio Ixxvii, art. iv, Opera, XIX, p. ISl. Quoted l)y Sewall, Theory of 
Value before Adam Smith, p. 18. For translation of this and other disnissions 
see Monroe (Kd.), Early Economic Thouqht, 

^("f. Aristotle’s teaching, ai)ove, p. 05. 

^ . . if either the price exceeds the value, or, conversely, the value exceeds 

the price of the thing, the balance of justice is destroyed,” wrote Thomas 
Aquinas. 

^ Hlanciui, History of PolUical Economy, p. 112. 

® Contzen, Geachichte der volkawirtachaftlichen Litcratur im MiUelalb r. 
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all has b(M‘ii said, the* conclusion is that it is broadly true that 
a con(*(*ption of value as absolute and based on cost prevailed 
durinji; the Middle Af<(\s. 

Value of Money; Usury. — How did such an idea of value 
work wh(‘n apf)li(Hl to money? The? answer to this question 
brings up th(‘ w(‘ll-known doctrine; of usury. The term was 
ummI to cov(‘r what we desijrnate as int(‘r(*st, and, in a broadiT 
s(‘nse, to in(*lud(‘ any price in (*xcess of tho justnrn pretiutn: qiii 
plus fju(un (Icdrrit arcipity nsuras expet it - he who receives more 
than h(‘ j^ives demands usury. At first (.32.^ v.d.) usury was fejr- 
l)i»ld(*n th(' cl('r<i;y only, but before* the* ( lose e>f the twelfth cen¬ 
tury tin* prohibitie)!! was e*\te*nde*d te) the laity. As late as 1311 
it was d(‘elan*d abs()lut(‘ly ille‘f 5 al. d'he* bioael simple ground ft)r 
this action was the* b(*lief that to take intere*st for a loan of 
mon(*y was, like* charging more* than tlii* just price', unjust. A 
scliolastic bri<‘f against usury might be* elrawn as folle)ws: — 

(1) 'fhe* holy writ forbids it: d'he Mosaic law pre>hilnts usury¬ 
taking from a broth(*r; ('hrist saiel, “Lend, hoping for ne>thing 
again.” (f.tihe vi, 30 .) 

(2) Aristotle* says mone‘y is barren anel cannot breed money, 
thi*refon*, to demand usury for its use is unjust. 

(3) It follows from the* abe>ve; |x>int that to pay for money 
Is to pay for time*; but time* is e’ennmon property and belongs 
te> (le)el. 

(4) Me)ne*y is a res fiingibilis^ e>r “cemsumptiblc,” according 
te) the* ei\’il law. As sue*h it h:is ne) use elistinct from itself; its 
use* e*aimot be* se*parate*d frenn the ownership of it, and a loan 
must ame)unt te) a sale*. Therefore, te> lend money is to give 
up e)wne*rship ejf it, and to ask a payment for the use of that 
\;hie*h is sold is unjust.^ 

' Tho rcasoniuK of .\(iuineis on this point appears in the following quotation: 
“To take usury for a loan of money is in itself unjust; for it is to sell what does 
not exist, which is an ine<iuality, and, then'fore, an injustice. To understand this 
it must lx? ktiown that there are some things whose use consists in the consuming 
of them, as when wc consume wine. ... In articles of this kind [consumptiblesl, 
therefore, the use of the thing must not Ix' reckoned separately from the thing 
itself, he who is given the use is thereby given the thing. And accordingly in 
lending a thing of this kind, all the rights of ownership are handed over. If 
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As in the case of the general concept of value, the develop¬ 
ment of industry and exchange wrought a gradual modification 
of the doctrine of usury or value of money. Aquinas and his 
brother scholastics recognized exceptions: for example, where 
a loss was incurred by a loan {damnum emergens) or a profit 
was missed {lucrum cessans) a corresponding sum might l)o de¬ 
manded of the borrower. Then other openings wen* made. A 
buyer on credit was not prohibited from paying mon' than the 
cash price; discounts were allowed on bills of exchangis money 
combined with labor, as in partnerships, was calk'd productive; ^ 
Jews and Lombards, being damned anyhow, were permitted to 
take usury; and, in the fifteenth century, the monies pielatis'^ 
were allowed to receive interest. Late in the period, banking 
houses such as the Fuggers wc're associated with the financial 
operations of the Holy See, and it thus became difficult for the 
Church to frown upon interest on bank deposits. 

The medieval idea of usury could not have long existed in a 
“money economy.The social organizations with which l^iblical 
writers, Aristotle, and the schoolmen alike were associated, 
were non-capitalistic, and largely self-sufficient. They were not 
exchange economies. The political counterpart of this industrial 
condition was a predominance of clan or family feeling, a f('('ling 


therefore a man wanted to sell wine and the use of the wine apart from one 
another, he would he either selling the same thinK twiee Cmeaniuft that the use m 
the wine), or would be selling what did not exist. Wherefore he woviUl l>t' man¬ 
ifestly committing injustice and sinning. Kor the same reason, he would (‘(jinimt 
injustice who lent wine or corn, seeking for himself two rewards, the restitution 
of an equal amount of the article and also a payment for its use, called usury.” 

‘‘But money, as Aristotle says, . . . has been devised for the making of ex¬ 
changes. So the first and chief use of money is its constimption or spending. 
Wherefore it is in itself wrong to receive (I esides the return of the mom*y itself) a 
price for the use of the mon(‘v ” (Quoteri by Ashley, Inlroduclion to Emilish Eco¬ 
nomic History and Theory, Vo’. I. p. 153.' 

^ Gabriel Biel, Professor of Theology at Tubingen, 14S5, hold that in deeds of 
partnership any rate of interest was allowable according to the gains of the 
capital as invested by the debtor, only the creditor must share any loss. Also, 
if one partner put in money and another eontributerl labor, the labor might l)e 
evaluated in terms of money, and the profits of the business be share 1 /wo rat i. 
See Contzon, Geschich. d. volkswirts. Lit. im Mittetalter, index under Gabriel 
Biel; and Roseher, Geschichte der Nationaldkonomik in Deutschland, pp. 22 Pf. 

* Pawn shoos. 
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which appears in the gild, and even in the medieval municipality. 
This ('xplains to a large extent the general condemnation of 
inton'st-taking. I/)anR at interest generally involve a rather 
abstract or impersonal Halation between the parties, such as 
became common with the (establishment of money economy. 
Even today thee purely businc'ss relation is apt to become un¬ 
satisfactory when existing among relatives or persons belonging 
to the same social organization, and the condemnation of usury 
was natural when most of a man^s dealings were with such 
persons. 

Economic Functions of the State. — Another group of ideas 
held by the scholastics concerned the economic functions of the 
state. In general the independent domestic economy idea was 
applied to a large group, or, in other words, the state was re¬ 
garded as a sort of great private or domainal economy. The 
position of taxation illustrat(\s th? situation. In the twelfth 
and thirt('enth centuries, at least, the office of the ruler seems 
to have Ix'en regardt'd as private property. His revenues came 
from his estates and certain prerogatives,' and there was no 
system of taxation in the modern sense, for that represents 
more modern economic thought. 

The i)articular functions proper to government were the 
maintenance of population and provision for the poor, the 
establishment of safe and free roads — a Roman conception 
backed by citations from the Bi\de, a system of weights and 
measures, and a special coinage. The argument for the main¬ 
tenance of weights and measures was that it would decrease 
quarrels and litigation, and that the Bible says, “God has 
ordered all things by number, weight and measure.** ^ 

The duty of the medieval ruler to provide an exact and un¬ 
changing coinage was constantly emphasized. One reason ad¬ 
vanced by Aquinas why a ])rince should provide money was 
that he could thus get food for his subjects in time of war. Vir¬ 
tually without exception the right of coinage and monetary 
control was posse ssed by him, and many laws were passed to 
* See below, p. 161. * Book of Wisdom^ ix. 
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prevent counterfeiting and clipping. The ex[)ortation of coin, 
as also the circulation of foreign coins, was frequently forbidden. 
This regulation of money was a logical concomitant of the doc¬ 
trine of just price: the supply of money being small, rcjlatively 
slight changes in its quantity might affect prices, and the diffi¬ 
culties of transport made readjustments slow.‘ 

It is not to be supposed, however, that the medieval ruler 
was generally efficient and socially minded, or that the various 
laws referred to were effective. Public administration was oft(m 
corrupt and inefficient, and had little power to (Miforce its ruUvs. 
Weights and measures as well as coinage, were actually in a 
chaotic condition. Under Feudalism and towns, the economic 
life of the state was disintegrated. Transportation and exchangt' 
were burdened with tolls and duties. Each town sought to 
restrict and control its market (“staplefor the benefit of 
its own trade. 

Monasteries. — Alonasteries might be treated as a distinct 
factor in the life and thought of the medieval period. Tl\ey 
were Christian industrial colonies influencing men in many 
ways, both by precept and cxam])le.^ Obj(»ctively, the manual 
activities of the monks improved agriculture, di.ss(nninat(‘d in¬ 
dustrial arts, and stimulated commerce. Wh(*n a surplus was 
produced or a new supply of raw mattTial was needc'd, exchangci 
arose, and the principles which should govern the negociator 
ecclesix in economic relations with th(‘ outside world w(*re 
carefully formulated. Their chief service was to “diffuse^ a 
better appreciation of the duty and dignity of labor,^* though 
after the tenth century this service waned. 

The Economic Thought of Medieval Townsmen.^ —laking 
it for granted that the reader is familiar with the pictur(\sque 
phenomena of medieval towns, with their gilds and market 
places, it remains to point out the bearing of various town and 
gild regulations upon economic thought. There was always a 


^ See Ashley, Eng. Econ. Hist., Vol. I, p. 173. 

* See Cunningham, Western CivilizcUion in Its Economic Aspects, pp. .35-40. 

* Especially in England. 
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larg(‘ (*l(‘in(*nt of rnoiioixjly pnvsont and competition as we know 
it was nnthoiij^lit of. Fonnj^ners were admitted to the trade of 
the town, but only under controlling restrictions. Thus they 
W(ue sul)j(‘et(‘d to tolls, wxire under surveillance, could not sell 
at H'tail sav(i undt'r great restriction, and could not deal with 
other foreigners unless at fairs or on certain days. In these 
regulations, also, ap|M‘ars the common hostility to strangers. 

But this monopoly was a public oru* and designe d to be in 
the interest of the community; trade* was n^gu/ded as a public 
opj)ortunity. The id(‘a e)f (‘(luality and of public beaiefit ap|x*ars 
in such common r(‘gulations as that .^ales were not to begin 
before a certain hour, that unsold goods could not be withdrawn 
until a certain time, and that raw materials — as tallow, for 
example — must not be sold to outsiders. 

The uiiiv(‘rsal prohibition of forestalling, regrating, and en¬ 
grossing illustrate* the* above* point, and are also connected with 
the* \de‘a of a pi^t price. ludee*d, the* price of the town^s manu- 
faeiure*s was re*gulate'd; and that of the trader\s merchandise 
was ti\e*el within e*e*rtain limits, though it came to l)e allow’ed a 
maximum and minimum witliin which it might play. 

And this sugge*.st> the minute re‘gulation of trade and in¬ 
dustry, large'ly through the* age*ncy of gilds, a regulation wiiich 
charae*teTi/e*d the* wheile; e*conomy, and which, again, w^as com- 
nieinly in the inte*rest of the coasumer, lx?ing notably so in the 
case* e)f feieielstulTs. 

Inte*re*stingfe*ature*s of town economy WTre its communal prop¬ 
erty anel unele*rtakmgs. Thus a eeimrnon town pasture was 
fre(iue*nt; many towns got control of the seignioral mill (and the 
l)urgh(*rs we-re* re*([uire'd te> patronize such mills, the proceeds 
ofte*n going tei decr<‘ase taxes). Bakeries, ove*ns, market places, 
and stalls might lie adde'd to the list. Then, too, in times of 
scarcity it w’as conside*r(*d the duty of the town government to 
furnish grain. It som(*times made common bargains with for¬ 
eign m(*rchants for the* materials ni'i'ded by its artisans. Public 
w^orks were carried on by the compulsory labor of the com¬ 
munity. 
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The gilds, which were more or loss closely associated with 
town government, serve to emphasize much the same line of 
thought. They were associations of merchants or craftsmen 
for the mutual benefit of their memlxTs, ha\'ing as their (uids 
protection, monopoly of the trade or craft, good workmanship, 
and fraternal and religious benefits. Theses associations ser\Td 
to train men in business ethics, to develop personal relationships, 
and to harmonize the interests of product*!- and coiisuint'r. And 
the craft gilds developed skill, protected the artisan, and in¬ 
creased the dignity and worth of labor. The idt^as of just prict', 
of regulation of quality and quantity of output, and of wages 
and conditions of employment, characterize thtnr dealings. 

In view of the exaggeration in the old idt'a concerning the 
freedom and equality in towns, it remains to be said that this 
idea is only relatively true. Deixnding upon the origin of the 
town,^ almost from the beginning there wca-e three or four dis¬ 
tinct classes which successively dominatc'd. A considcTable 
number of inhabitants did not have tlu^ franchise*, and the 
craft gilds, even, were in part monopoli(\s of tlu^ mast(‘rs (alder¬ 
men, wardens, commonalty) against the serving m(‘n. 

As compared with rural life, however, there was a neanjr 
approach to freedom which was ejuite marked in the earlier 
times in England. 

General Significance of the Period. — The general signifi¬ 
cance of the Middle Ages as a ix*riod in the evolution of ('co- 
nomic thought is rather difficult to state by reason of its com¬ 
plexity. In a sense, its negative aspcict is large. While the clnism 
left by the downfall of Rome may have been cxagg(irated, yet 
civilization, as it had been, was in ruins. 

But it had its positive characterLstics, and the Middle Ages 
constitute, first, a period of adjustm(*nt and fusing; secondly, 
one of transitions. During its centuries, Roman institutions, 
standing for a narrow individualism and, on the whole, for a 

^ In towns which grew up under the protection of some clerical noble, for 
example, all the aids, etc., exacted on a manor might be rendered by the tiiwns- 
men. 
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matcTialistic philosophy; ('hristian religion, teaching the 
brolluThood of man and id(*alism; early Germanic customs, 
showing a broad and di'inocratic individualism and leaning 
toward idc^alism; Ari.slotl(.‘\s philosophy, (anphasizing the com¬ 
mon good and arguing for some* degree of common use of prop- 
(»rty, with a eorn‘spondingly limited individualism,’ —all these 
wvvi) to b(‘ eombin<*d and fused. This was mor(‘ or less eori- 
seiously th(‘ work of tin* scholastics, who strove' to formulate 
on an imp<*rsonal basis a consistent body of logical rulas con- 
c<‘rning the* rights and duties of tlu^ classes of !nen, and the 
forms and functions of gov'cmment. liius Thomas Aquinas 
labor<*d to adajit Aristotle while he assailed Rome; and one 
Nicholas von (ii^a, whil<‘ deeply w'rxd m the contemporary 
learning of the Occident, turn<*d his attcaition to the East; he 
sought to n‘uml(‘ the (In'ck and Latin churches, and studied 
the holy book of the Mohammedans.- 

As a traiLsitional i)enod U was during the Middle Ages that, 
objectively, national ('conomy re])lacf*d independent domestic 
economy; that commi'iTc* and manufactures encroached upon 
the soh' rul(' of agricultun'; and that slav'cry was gradually 
abandoned for serfdom and free labor. 

But it is the world of tliought which is of interest here. In it 
one finds a transition from the materialism of later paganism 
to tlu' modified id(*alism of ('hristianity. At the same time the 
individualism of the Romans was succcH'ded by the idea of a 
society broader ('V'en than the elan, as town life dev^eloped in¬ 
side the domainal stat<\ and the dawn of the eighteenth-century 
nation approached. Wi' pass from .systems of thought which 
postulate' a natural inecpiality among men, and slavery, to 
ideals of brotherhood and freedom, l^hc' G/hurch, too, became 
more dissociated, formally at least, first from politics, then 
from indu.stry, thus making for that separation of morals from 
economit's which has lu'cn achiewd in modern times. An 

* Soo pp. (U f. Ari.Htotlo’s ar»?uiiiont against rommunism in the owner- 

siiip of property is deHorvcdly a f’l{i.*^ie, as htw already been .stated. 

^ Stuin|>f, The Idins of v. (^umi (isti.')), (pioted by Contzen, Ge^ 

SChicfi. (i r tlkstnrts. Lit. tin M ilttlalttr, p. <>5. 
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economy in which land was regarded as the basis Ix'gan the 
great transition to one in which personal relations doininatf’d. 
In one, industry in manufactiires and trading was despist'tl; in 
the other, it was fostered. In the one, money wfis im|M*rf(‘etly 
understood and men generally condemned its accinnnlation; in 
the other, it was better understood, and probably came to bo 
over-appreciated. Between these rather opposite views lay 
the Middle Ages. 

During this great transition one notes that the idea of protec¬ 
tion by authority was strong. It appc'ars in the Clnireh and 
Christianity, in Feudali.sm and in the (owns and gilds; eustoni, 
regulation, and legal monopoly, an' met eA’erywlu'n'. “Author¬ 
ity” and “status” are two words which must be us(h 1 frc'cun'iitly 
in de.scribing medieval thoughts and institutions, d'lu' whole 
economic philosophy of the Middle Ages might be sumnu'd up 
in the doctrine of just price, which aimed to protect buyer and 
borrower from exploitation by subj(‘cting ('conomic motive's 
to ethical appraisal under a .sort of .^yste'iu of “rate rc'gulation.” 
Such regulation was directed toward enforcing ieie'als of duty, 
for the most part formulated and enforced by religious author¬ 
ity, but influenced by racial or local custom and occasional 
political upheavals. 

Within the rigidities of custom and such institutions as 
church, manor, and gild, there were i)re.s('rved the .seeds of in¬ 
dividual freedom, which in conjunction with the idea of sotual 
order and the reign of law, were to develop into a social science. 
In a period of turmoil among .such gn'at opposing .systems of 
thought, and classes and races of men, before the rise of nations, 
it ,was well that the idea of protection was strong. 

But for further ideas let the reader, if interested, compare 
the chapter which precedes this with the two which follow, 



III. THE DAWN OF MODEEN ECONOMIC 
THOUGHT: MERCANI'ILISM AND 
IvAMERALISM 




CHAI>TEIl VII 
MERCANTILISM 

That period which may Vk' called tlu* Middle Age*s was suc¬ 
ceeded by two or three* (‘eiituries which, as it were, looked 
forward toward mod(‘rn systems of industry and thought. The 
old garments of “naturar* economy, f(*udalism, and scholas¬ 
ticism were not entirely cast off, and medieval thought and 
institutions both existed and had influence, at least until late 
in the eighteenth century. But great changes were being 
worked out, and M(*reantilists opposed medievalism, and sought 
to reconstruct (*eon(mue life according to a more rational scheme. 
The thought of the iM*riod now to b(* considered stands in a 
relation to us differ(*nt from that of the theories of the ancient 
world and of the Middle* Ages, ina.smuch as it was the immediate 
predecessor of a real school of iiolitical economy, the Physio- 
cratic system. The economic problems of this period, notably 
money and public finance, were much more similar to those of 
later times, and naturally the economic thought seems to have 
more bearing upon economic science. Through Adam Smith 
and his immediate pred(*C(*ssors, for example, it has exercised 
a direct and practical influence upon the economic speculation 
and policy of Knglish-s|)eaking |)eoples down to the ])resent day 
Preliminary Definitions of Period and Doctrines. — The eco¬ 
nomic ideas, and the corresponding policies, characteristic of 
men of this first i)ost-medieval period, have been variously 
styled Mercantile System, CollH'rtism, Ilestrictive System, 
Commercial System, and Mercantilism. As they do not prop¬ 
erly form a system and do not belong to any one man or fall 
under one central economic idea, Mercantilism is preferable. 
Mercantilism comprises the economic views which prevailed 
among European statesmen from the si.xteenth to the latter 
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part of the eighteenth century. As will iipp(\‘ir, such views 
largely concerned commerce, the idea prevailing that gains 
through international trade are the princi])al factor in pro¬ 
moting national ])owcr. These views involved much restric¬ 
tion. But these aspects tell only part of the story. 

‘‘Political Arithmetic” was a phrase mu(‘h us('d by the Mer¬ 
cantilists with reference to their attempts at the mor<‘ exact 
solution of the economic problems with which they d('alt. This 
kind of arithmetic they defined as “the art of n^asoning by 
figures, upon things relating to the government.” ^ Thus tlu^ 
political aspect is to be given great weight. And, on the other 
hand, the work of these men as stati.sticians is to he. nan(‘mber(*d. 

It is difficult to tell just when Mercantilism came to lx* tlu^ 
guiding principle of state policy, or wlu'n its sway (‘nd(‘d. Th(i 
truth is that the ideas which are most characti'ristic of the 
Mercantilists have always exist(»d to a gn'ater or l(\ss e.\t(‘nt. 
From early times, various citi(‘s, and notably the city stat(‘s 
of Italy, adopted M(*rcantilist policies. The Florentiiu', Machia- 
velli (1469-1527), and the Frenchman, Bodin (1530 1596),- in 
their advocacy of strong central governmcait as a mc^ans of 
national w(41-being, were in line with the tnuid toward M(*rcan- 
tilism. Travers Twiss, however, dates the practice of M(‘r- 
cantilism from the accession of Charles V to tluj throne of Spain 
in 1516; for that monarch at once initiated ndaliatory measures 
against the commercial monopoly of Venice. Be that as it may, 
the date corresponds well enough with the growth of mon(*y 
economy and the rise of nations, — the two phenomena which 
formed the basis of Mercantilism. 

Mercantilism, as a doctrine, was first systematically devel¬ 
oped in 1613 by an Italian writer, S<'rra. In that yixir his book, 
A Brief Treatise on the Causes which make Gold and Silver 
abound in Kingdoms where there are no Mines, was i)ublish('d.® 

* Davenant, Use of Political Arithmetic. 

^ See Monroe (ICd.), Early Economic Thought, for English translation, and 
biographical note. Bodin wrote of conditions affecting the supply uf gold and 
silver, which, he says, “is the wealth of a country.” 

3 Vnd. 
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It may ho said truly that tho sov(Mit(‘onth contury is the one 
in whioh the most num(»rous and ehara(*t(*ristie M(*rf*antilist 
writings are found. 

Th(*n, with the Industrial Revolution and tho growth of 
politioal fr(‘(Hlom, gov(M*nm(‘ntHS Ix'gan to abandon Mercantilist 
principle's in the' second half of tlu* eight(‘enth c<‘n1ury. 

So much for a ])reliniinary d<‘finition oi Mercantilism and 
the Mercantilist ]>('riod. What, then, w(‘n* the* ])h(‘nom(‘na and 
th(‘ prohh'ins that gave' rise to th(‘m? What eaids did the Mer¬ 
cantilists have* in vie'w? 

Factors Causing and Shaping Mercantilism. — In order to 
unde'rstand Me're*antilisin, eau* iniwt ce)nside'r many social and 
ece)ne)mic fae*te)rs, se)me‘ e)f which may at first se^e'ni eiuite renmte 
and intangible*. 

The More Remote and Intangible Factors. -- Abe)ut the begin¬ 
ning of the* sixte*e‘nth ce*ntury, th(*re we*r(* sev(*ral mem* or le^^s 
re*me)te cause's le*ading te) d(‘V(*le)pm(*nts in the fie'lel e)f pe)litical 
(‘ce)ne)my, sue'h as the* re'ligiems and inte*lle'e'tual awakening e)f 
the* time*. 

The Ke*fe)rmatie)n anel Prote'stantisin, \Vhie*h we Jisse)ciate 
with Mrasmus and Luthe*r, tenele*d toward indivieluali>m and a 
ce)nce*pt e)f pe*rse)nal fre'e*de)m aeiel r(*spe)nsibility, anel thus aidi'd 
the* ele*V(*lopment e)f pre)perty anel e*e)ntract rights that were 
esse'iitial te) e*e)mme*re*e* anel the* sy^^tem e)f fre*e e'xchange whie'h 
e'e’e)ne)mie*s was te> iissume*. At the* same* time*, a strong state 
wiis ae*ce*pte*d l)y Pre)te*stant the)ught, anel it was e*ne*ourage*d by 
the de'cline* of Fe*uelalism and the Church, the e*e*e)ne)mi(*s e)f 
which were* e*e)mbine*d in a pe)litie.*al (natie)nal) e*e*onomy! (Oliver 
Cre)mwe*ll was a Pre)te*staut, and his “Navigation Acts'" are 
fame)us.) 

As the Church lost its j)e)sition as the de)minant factor — and 
partie'ularly afte*r IIe*nrv VHI se*ize*d e*hure*h authority — roe)m 
was maele* fe)r a me)re rational e*on(*e*pt e)f the state and of social 
institutie)ns in general; and, \vhile talk of “divine rights’" con- 
tinue*el, me'ii be*gan te) raise que*stions as to the basis of aiithernty. 
and bee'ame* pre*pare*d te) re*ason about ece)iu)mic life. 
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Ev'cn more significant than the Reformation, arc the Renais¬ 
sance, and the ^‘Humanism’' which characterized it. Indeed, 
these were in strong reaction against medievalism. The es.sence 
of Humanism lies in the fact that it centered attention upon the 
well-being of man on this earth, and made human happiiu'ss 
and culture the immediate goal. It was materialistic at bottom, 
and tended toward an emphasis of the material basis of hap¬ 
piness. This development came with a revival of the non- 
religious study of Aristotle and Plato; and their doctrines of 
the state, the relation of the individual thereto, and division 
of labor, have already been stated. Humanism thus workc'd 
for nationalism and a strong ruler. But there was in it the idea 
of the rights of the individual — the idea of the state as a 
means to the general welfare. In fact, within Humanism, we 
find the seeds of individualism, and of the concept of ** natural 
law^' (e.g., in Hobbes and Grotius) which were in time to bear 
fruit in the French Revolution and in Classical economics. 

A S 3 anptom of the times was the publication of Sir Thomas 
More's Utopia in 1516. This work oxpres.ses both the Renais¬ 
sance spirit of cultural self-development in accord with Greek 
thought, and also the Christian spirit of democratic equality. 
In suggesting a six-hour day, everybody working, and limited 
property rights, it was not in accord with the times. Indeed, 
‘‘Utopias" are to be considered in part as protests arising in 
periods of social crisis and depression. But it showed that mvw 
were thinking about problems of government and economic life, 
and that the common welfare of the people was not an unknown 
concept.^ 

Immediate Factors, — The most immediate factors which 
shaped Mercantilism, however, were the political and economic 
developments which began toward the close of the fifteenth 

^ Other “Utopias” were proposed in the Mercantilist period. Bacon’s ?icw 
Atlantis (1624), the Italian Campanella’s City of the Sun (16S7), and Harring¬ 
ton’s Oceana (1656), aimed to describe ideal social arrangements. Ideas of a 
natural equality among men were expressed. Later the idea of a code of nature 
began to appear (e.g., Morelly, Basiliade). These “Utopias” are probably an 
indication of tendencies which Anally found a very different expression in the 
French Revolutipn and laisser-'faire economics. 
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century. All of these found expression in the rise of nations. 

1'he central fact concerning the economic factors was the 
transition to an exchange economy. A characteristic feature of 
ancient and nu^dieval times was the prevalence of “independent 
domc'stic economy” with ideals of local self-.sufficicncy and little 
exchange*. Naturally, too, manufactures were limited and 
agrieultun* had a greate^r n^lative importance than is now the 
case. Without attempting a complete statement, it will be 
r(‘m(‘ml)(‘red that all this was changing at about the time now 
imd(*r consideTat ion. l)cv(‘loping pari pas-niy th(*re came the 
b(‘ginning of a manufacturing (‘conorny known a*^ the “domestic 
systesn,” a growth of conniuTce, both internal — among cities 
of tli(* sanu‘ country and fonugn, and the extended use of 
money. \W (iueeui Klizab(‘th*s time England was exporting 
wiK)l(‘ns instead of wool. The old manorial .system of agriculture 
was rapidly vanishing and at the .'^ame time the artificers' gilds 
w(*r(‘ declining in pow(*r. 

The accompanying conditions were profoundly significant: 
“enclosures,” th(' risi* of a “fiee” lal)or class and the lalxir prol> 
lem, competition. The .seed of the problem of distribution was 
plant(*d; and that force upon the working of which the young 
sci(Mic(» of economics was to be based, was brought into play, 
('u.stoin aiul status had ruled the Middle Ages. In the Mercan¬ 
tilist p(‘riod we find statutes Ixdng enacted in the vain attempt to 
pres(‘rve the customary limitation of certain industries to cer¬ 
tain towns, and widespread obji'ction bogan to appear to the 
(‘xistence of many monopolies. For good or ill, competition 
Ix'gan to take* its place as a factor in controlling industry. 

Extensive ('xchange and foreign commerce would hardly 
have b(*en po.ssible without money, and this the new silver 
mines in America made available in abundance (1540-1600). 
Toward the end of the period, banking reached such a .stage 
of development in lOngland that the Bank of England could 
be e.stablish(?d. The influx of precious metals, together with 
d<'ba.s(*ment of coinage, caused a great rise in prices, and pro¬ 
voked much economic speculation. In the discussion intro- 
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ductory to this book, the financial difficulti(\s of governnionts 
and the dissatisfaction of laboring classes with th('ir condi¬ 
tion appeared as two of the most fruitful causes of economic 
speculation. It is the first of these factors that chiefly stimu¬ 
lated Mercantilistic thought. Enormous extravagance oft(»n 
existed at court, but, aside from waste, the increased needs of 
government made the revenue to be obtained from royal estat(*s 
and prerogative's less adequate. The result was a greatly in¬ 
creased use of taxation. The biusis for taxation was, of course, 
being laid in the development of industry and commerce', which 
made av^ailable large sums of the increasingly necessar}^ money. 
Greater security stimulated saving and banking. 

Taxation being ostensibly for the maintenance of govern¬ 
ment, the political aspect of Mercantilism is suggested. It 
will become apparent that the objeet of Mercantilism was not 
so much to increase the wealth of th(^ nation as to add to its 
power. In so far as wealth and power go together, the distinc¬ 
tion has little significance; but the two are not always idf'ntical, 
and power was uppermost in the thought of the typical Ylercan- 
tilist — the power of his nation. Thus the fishing industry was 
to be protected and high shipping rat(‘s to be boriu*, on the chic'f 
ground that shipping is that “in which consists the greati'st 
honour and safety of the kingdom.'' 

In the formation of nations and states two great n'lation- 
ships and two sets of problems arose, one (^xt('rnal and one 
internal. Without, there was the struggle with other growing 
states; a struggle between the economies of the local units and 
the central government was taking place within. In govern¬ 
ment, typical Mercantilists stood for absolutism, for absolutism 
was an aid to that political unity which was in process of achievcv 
ment. A degree of economic unity had to be achieved at the 
same time, as the existence of towns or provinces with monop¬ 
olies and protected interests made political unity impossible. 
Despotism (a strong king) was the remedy for confusion and 
conflict (nobles, towns, and gilds). The celebrated “Wars of 
the Roses” (1455-1486) helped to lay the nobles low, and 
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natural industrial (‘volution was a povv(‘rful ally in dealing with 
gilds and niuni(*ipaliti(‘s. In Hobl)(‘s’ Leviathan (1651) one gets 
a good id(‘a of th(^ pn^vahuit eone(‘ption of the state: it was 
above th(* individual will; its right was to rc^gulate the disposal 
of property; its duty was to encourage industry. 

It is not to be overlooked, how(‘V(‘r, that with the beginning 
of a fr(*e labor class and th(‘ downfall of Fcaidalisrn a st(^p was 
b(‘ing tak(‘n which facilitatc'd if it did not iinnu'diately l(‘ad to 
d(‘inocracy. Industrial democracy, indc(‘d, wa< far from existing. 
The most significant imm(‘diat(‘ result, from the standpoint of 
a history (if (*conomie thought, is, perhaps, the voice in public 
affairs that was giv(‘n to th(‘ ima-chant “ th(‘ ^‘pr(‘S(*ntati^'e of 
“big l)Usin(*ss“ in those* days. Harrison in his Description oj 
England (1m 1. 1577) wrot(‘ that “'rh(‘v often changi* (‘state with 
geaitlemen, as g(‘ntl(‘m<*n do with them, by a mutual conver¬ 
sion of OIK* into th(‘ oth(‘r.” It is notable that instead of 
pric'sts, philosoph(*rs, and jurists, with a few' noble proprietors 
of large agricultural (‘state's, it was the m(*rchant prince who 
did a large' part of the economic writing of the Mercantilist 
pe'Hod. 

Though no inconsiderable misunderstanding of Mercantilism 
has r(*sult('d from ove'rlooking its donu'stic significance, still 
it is true that fore'igii relations furnish('d the focal point for 
the* most typical Me'rcantilist doe'triiu's. While it must not be 
forgotten that the' inte're'sts of the' nation and state constituted 
the' ultimate* (*nel, it was in inte*rnational ivlations that “those 
gov(‘rnm(*nts whicli unde*rstood how' to put the might of their 
fie*(*ts and admiraltic's, the a{)paratus of customs laws and navi¬ 
gation laws, with rapidity, boldiu'ss, and cle'ar purpose, at the 
s(*rvice of the ('conomic inte're'sts of the nation and state,’’ * 
gaiiK'd th('ir supremaey. Enmi the economic point of view, 
th(' ('ss(*nc(* of Me'rcantilism, which is state'-making, can be 
appre'ciate'd Ix'st through the chh'f the'orie's and policies which 
sprang from it and w'hich make up Men'antilism proper. 

The incr('as('d wants of the new" state's w'cre' occ'asioned chiefly 

* Schmollor. Tfn AftreantUv Si/sti m ( Vshley’s lOronomic ('hussies sorios), p. 72. 
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by the growth of standing armies, coupled with rising prices. 
By the seventeenth century, warfare was vastly changed. Por- 
merly there had been an hasty expedition, a pitehc'd battle, 
and the issue was settled by courage; but at the tinu^ of which 
we write, as an eminent Mercantilist states, the whole art of 
war seemed, in a manner, reduced to money, and that prince 
who could best find money to feed, clothe, and pay his army, 
not he who had the most valiant troops, was surest of success 
and conquest.^ 

Thus, ‘‘since war is grown so expensive, and trade is become 
so extended; and since luxury has so much obtained in the 
world, no nation can subsist of itself without helps and aid 
from other places; so that the wealth of a country now is the 
balance, which arises from the exchange with other places, of 
its natural or artificial product.'' ^ 

To Sir Josiah Child, the most useful and necessary inquiry 
was. What is to be done to improv^e the nation's trade “to 
such a degree as to equalize or overbalance our neighbors in 
our national profit by our foreign trade?" ^ 

These things are mentioned, not for the sake of bringing out 
the balance-of-trade idea, as such, but to show th(^ importance 
attached to international relations. The hostility of the English 
toward the Dutch between 1660 and 1675 might also have been 
mentioned. Robert Clavell published a pamphlet (1665) which 
was one of several attacking the Hollanders and claiming 
England's ownership of adjacent seas. After the Dutch wen* 
crushed, hostile activity was centered on the French, imports 
being restricted in 1678, and a contemporary pamphlet pro¬ 
claimed that “The French grow too fatt." ^ 

The Policies and Theories of the Mercantilists.^ — Though 
it is rather difficult to generalize concerning the theories and 

1 Davenant, An Essay upon Ways and Means (1695), p. 16. 
p. 13. 

^ Discourse of Trade, p. 156. 

^ See Hertz, English Public Opinion after the Reformation, pp. 89, 97. 

^ Cf. the interesting account of “Nehemiah Grew: A Forgotten Mercantilist,'* 
by E. A. J. Johnson, Amer, Econ. Rev., XXI, 463-480. 
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policies of Morrantilism, this much may safely be said: one 
purpose dominated it, namely, the desire to make the 
state strong; the economic })asis for strength, wealth, was given 
great weight; the most important form of wealth was con- 
sid(jred to l)e the precious metals or “tr(‘asure”; foreign trade 
was gcuierally prc'ferred above other forms of industry, as best 
furnishing a supply of the desin^d kind of w(*alth; and, in meas¬ 
uring the suec(\ss of this policy and of foreign trad(, great im¬ 
portance was attaeh('d to the so-called “balanc(, of trade/' 
I h(‘ dominance of a political teleology has b<*eii made sufficiently 
plain in what has gone before, and the (miphasis of wealth will 
iK'cd no siMK'ial comment. It n^mains, then, to discuss the last 
three' generalizations. 

a. The Importance of ^^TreaaureV — It is no longer held that 
the M(‘rcantilists believed the precious metals and wealth to 
be id(*ntical, or that they thought money the only form of 
wealth. There (*an be no doubt, however, that the typical 
Mercantili.st s< m<*times confu.sed the two things; and certainly 
he considen'd money the most desirable form of wealth,^ draw¬ 
ing a distinction that we do not make between treasure and 
other scarce g<H)(ls. One or two utterances from Mercantilist 
writ('rs may serve to let the reader form his own opinion on this 
|^)int. In his Essays in Polidcal Arithmetick (1655) Sir William 
Petty makes the following statement: ^‘The great and ultimate 
cfif('ct of trade is not wealth at large, but particularly abundance 
of silv(»r, gold, and jewels, which are not perishable, nor so 
mutable as other commodities, but are wealth at all times, and 
all places; ... so as the rai.sing of such, and the following of 
such trade, which does store the country with gold, silver, 
jewels, etc., is profitable before others." ^ With a similar idea 
Mun wrote: ^^All nations who have no mines of their own, are 

' E.g., “Tho general mcasuroa of the trade of Europe, at present arc gold and 
silver, which, though they arc sometimes commodities, yet are the ultimate 
objects of trade; and the more or less of those metals a nation retains it is denom¬ 
inated rich or poor.” William Richardson. E9say on the Causes of the Decline of 
the Foreign Trade, 1744. 

*P. iia 
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enriched with gold and silver by one and the same means by 
exporting goods to the value of twenty-two hundrc'd thousand 
pounds and importing twenty hundred thousand pounds^ 
worthy ‘Sve may rest assured that the kingdom shall be en¬ 
riched yearl}" two hundred thousand pounds, which must bo 
brought to us in so much treasure/’ ^ Child thought it a g(*neral 
and well-grounded opinion that gold and sih cT wen' to b(‘ takcai 
^‘for the measure and standard of riches,” and urged that by 
trade England was able to export goods which brought back 
‘‘six times the treasure in specie.” 

This emphasis of moiuy as tlu' most desirabk' form of W('alth 
was a natural and not unrciisonable n^sult of conditions. Though 
Mercantilism is not to be attributc^d (lir(‘ctly to the rise* of a 
money economy, still, the growth of commerce^, th(' chang(‘s in 
methods of warfare, and the introduction of th(‘ wages syst(‘m 
gave money a new importance. Th(' r('ad(U’ must riarn'inlxT, 
too, that it may be that som(‘ modern ('conomists ha\'e t(‘nd(‘d 
to overlook the unique characteristics of medallio-standard 
money as a form of wealth, its relativ(»ly stable value and n'ady 
exchangeability differentiating it to some extent from other 
valuable goods. 

Again, there was not the opportunity fe)r inve‘stment e)pe»n 
to men that exists te)day. In the‘ sixteuMith ceaitury, ineiustrial 
stocks and bonds were^ virtually unkne)wn, and money te>e)k 
their place. So, te)o, with varienis credit age»ncie\s and instru¬ 
ments. Today they abound and make an impe)rtant part e)f e)ur 
medium for exedianges as well as form a me\ans e)f inve^stmemt. 
In a word, the relative importance of the precious metals Wiis 
normally greater then than ne)w. 

It has be^en sugge'ste*d that the character of the* fe)reign trade 
of those days tended to increase the Mercantilists’ emphasis of 
bullion. Whem spices, silks, wine‘s, and the* like playe*d so im¬ 
portant a part in exchanger's, it was not se) stranger that writers 

^ EnglamVa Treasure by Forraign Trade (London), 1660, p. 11. Hut it would Lo 
easy to misunderstand Muii by making “treaaure” criuivalent to our idea of the 
word “wealth.” 
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'MmjiRiiK'd thiit th(' chiof uso of foroign trade to England was to 
introdu(*(* gold and .silv(*r rather than nutmeg/' ‘ 

I). Foreujn Trade. As to the* m(‘ans to be adopt(‘d for secur¬ 
ing tin* desired tr(‘asun», that prince of Mercantilists, Thomas 
Mun, wrot(»: 

*^Tho ordinary means ... to cncreas(3 our wealth and treasure 
is by Forrai^n d'radc^. . . . This ought to 1)(‘ encouraged, for upon 
it hangs th(‘ great r(‘V(Miue of tlic king, the honor oi tiio kingdom, 
the nol)l(‘ prof(*ssi<)n of the m(*rehant, the school of our arts, the 
su|)ply (if our poor, IIk* iinprov(*rii<‘nt of our land^, the nur.>(jry of our 
mariners, th(‘ walls of the kingdmn. tin* means of onr treasure, the 
sinews of our wars, (Ik? terror of our efeanies/’ 

And Mun bt‘li(‘ved that only the treasure m> gained — “by the 
ballane(‘ of our forraign Trade*" nanained in tin* kingdom.^ 
William P(‘tty in a similar strain ga\e it as his opinion that, 
“'rh(*r(‘ is much more to Ik* gained by Manufa(*tur(‘s, than 
Husbandry, and by Merchandise than Manufaciun's." •** And 
Sir Josiah (liild held that thoM* traih‘s d(‘MTV(* most encourage- 
m(*nt which (*inploy most shipping; “for b(‘si(l(‘s the gain accru¬ 
ing by th(‘ goods, the freight, which is m such trad(‘s oft(‘n more 
than the valin* of the goods, is all profit to th(* nation." ‘ 

In a similar \'ein it was argu(*d that tin* sailor wiis at once an 
artisan, a soldi(*r, and a i)ot<*ntial m(‘rchant; that fh'ets were 
valual)le for d(‘f(*nM‘; and that only through foreign commerce 
could countries lia\ ing no mini's obtain the coveted treasure in 
gold and silver. 

Of course, since a nation could not export without producing, 
comnu'rci* ni'cessitated manufactures. Articles of high sjx^cific 
value alone could b(*ar tin* I'xpense of transportation, therefore 
manufjK'tures wa'iv favored n(*xt to trade and abovi* agriculture. 

O’jiiumn, Prtulurlion ami Di'^tnffution, p. .'1. The force of this ohst^rvation, 
ho\\e\er, is weakened hy the fart that fon*ign trade was praised ahd urged as a 
nu'utis for ohtaiiung tiu'se thnigvS. 

* Eufjlttnii'H Tri(i'<urt tut Formi^jn Trade (puhlisheil 1009), p. 49; Kcoiioniic 
Classirs series, pp. 2s~-*J9. First edition ir»r>4. 

^ Fs'tai/'i itt Potdital AnthmdicK (1991), p. 100. 

* I)isrimr'<e of Trade, Preface (1090). ('hild, however, favored exports of 
money in order to import and then reexi)ort goods, thus getting hack six times 
the moiH'y exported. 
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That even this cardinal Mercantilist idea did not pass un¬ 
challenged, however, appears from the fact that in his Discourses 
upon Trade, Sir Dudley North argued that foreign trade could 
not subsist without home trade. ^ 

c. The Balance-of-Trade Idea. — But howsoever great a na¬ 
tion’s foreign trade might be, it was not sufficient unless there 
was a proportionate excess in value of exports over imports. 
This was the balance-of-trade notion. 

Cossa says that we must distinguish three phases of Mer¬ 
cantilism: (1) Prohibition of the export of specie, including de¬ 
basement of coinage and regulation of exchange; (2) Balance 
of bargains,” indicated by laws regulating contracts made l)y 
individual traders such as the ‘^regulated companies”; (3) Bal¬ 
ance of trade, invohing the total trade of the nation. These 
distinctions, however, seem rather superficial, for the phases all 
center in the balance-of-trade idea, and prohibition of specie and 
regulation of contract were but means of gaining the great im¬ 
mediate end, — a favorable balance of trade. Moreover, these 
'^phases” do not correspond to any clearly defined historical 
periods, either in industry or in thought about industry. 

Child states the balance-of-trade doctrine as follows: — 

‘Tt is the most general received opinion, and that not ill grounded, 
that this balance is to be taken by a strict scrutiny of what proportion 
the value of the commodities exported out of this kingdom bear to 
those imported; and if the exports exceed the imports, it is con¬ 
cluded the nation gets by the general course of its trade, it being 
supposed that the overplus is imported in bullion, and so adds to the 
treasure of the kingdom; gold and silver being taken for the measure 
and standard of richest' 2 

Child himself considers the balance of trade to be simply the 
national gain or loss by foreign commerce, and thinks the best 
way of ascertaining it to be by observing the general state of 
trade and shipping. He also mentions the rate of exchange. 
Like Mun and Davenant, he enlarges on the difficulties of 
ascertaining the balance with any degree of accuracy. 

^ North, Discourses upon Trade (1691), p. 16. 

* Discourse of Trade, p. 163. 



MERCANTILISM 


123 


But without further illustration it may be observed that at 
least four somewhat differc^nt attitudes toward the balance of 
trade may be found among Mercantilist writers. (1) It was the 
original or vulgar idea that a favorable balance was a means or 
instrument by which the stock of precious metals in a given 
nation might be increased. This notion was apt to be associated 
with an overemphasis of treasure. Furth(irmore. it tended tc 
confuse* the means with the end: the balance of trade mu.>t 
ultimately depend upon industrial effici(*ncv, and is thus the 
r(‘sult rather than the means of securing treasure. (2) Or, a 
r(‘lative concept Ix'ing added, it might be regarded as an 
ag(Micy for outstripping other nations, thus involving the fal¬ 
lacious notion that what one nation gained another necessarily 
lost. (3) Some looked upon the balance as being the general 
“ n(*t profit’^ of the nation on its annual trading, embracing 
specie, credit, and commodities.^ (4) While still others saw in 
it simply an ind(*x to the state of the nation’s trade, to be used 
like the rate of exchange*, the amount of shipping, etc.^ Of these 
views the third, with its spe'cic* or treasure element made by far 
the most prominent, was tin? most widely prevalent. 

Such writers as Barbon (Di.scourse of Trade, 1690), who at- 
tack(*d the balance-of-trade idea, can hardly l)e classed as Mer- 
cantili.sts. 

d. ItuluHlrial and Commercial Regulatiom ,—The typical 
Mercantilist wiis greatly int('rested in increasing national pro¬ 
ductive efficiency. To put into execution the foregoing theories 
and policies, involved many contributory or supporting policies, 
and brought about a host of government regulations, duties, 
and bounties. An interesting attempt at classifying the various 
metisures calculated to enable a nation to gain maximum effi- 

' Davenant, who took this view, uses the phrase, “quick stock” (of the people 
of a nation), as eiiuivalent to the balance of trade. Essay on fVays and Means, 
p. 13. 

* These different uses of the phrase, “balance of trade,” are not coordinate 
except in the broad way of having a Iwaring directly or indirectly upon the gam 
of the state by foreign trade. The fourth use of the phrase might lx? sul>-divided, 
it being regarded (a) as an index to trade in general, (b) as ar Index to trade with 
some particular nation. 
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ciency in production, and to overbalance its neighbors in profits 
by foreign trade, was presented by one of the writers already 
mentioned. The classification embraces four general heads: ^ — 

(a) Increase the number of hands. This might be accoin])lished 
through naturalization laws, religious toleration, freedom to hire 
as many servants, looms, etc., as desired, poor relief, and educa¬ 
tion. 

(b) Increase the amount of stock. In addition to some of the 
above measures, laws for the transference of bills of debt, the 
enforcement of the navigation acts, various protective measures, 
and fewer holidays were advocated. 

(c) Make trade easy and necessary. This desirable consum¬ 
mation was to be attained by the preceding agencies and by the 
establishment of a court merchant, abatement of interest, ade¬ 
quate convoys at sea, etc. 

(d) Make it the interest of other nations to trade with us. By 
gaining their respect through a strong navy and army; by under¬ 
selling, honest dealing, wise treaties, and restricting im])orts of 
manufactures, this end hiight be attained. 

A scrutiny of the writings of the chief English Mercantilists 
shows that the government policies advocated, — and govern¬ 
ment policy makes the chief feature of Mercantilism, — may all 
be summed up as concerning population, its size and character; 
the development of natural resources; and various commercial 
devices.^ 

Under the first group of policies would come the advocacy of 
toleration and freedom of conscience, largely to attract indus¬ 
trious foreigners; careful provision for the poor and remedies for 
unemployment made a prominent point in various programs. 
Others stressed education, especially in arithmetic and accounts; 
white a\\ ag^reed that “ paTsimomons” and thntty hviwg, waa 

^ Compare Mun, England's Treasure, Chap. Ill; and Child, Discourse, Chap. 1. 
See also article on Nehcmiah Grew, above referred to. 

^ These policies were largely drawn from Holland, for whoso commercial 
methods and institutions the seventeenth-century ICnglishman had great 
respect. For Holland’s thought see Laspeyres, Oeschichle der volkswirlsch. 
Anschauungtn der NtederUtnder, 
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imperative, as this would reduce the importation of foreign 
war(\s and, tis in the ease of clothes, leav^e a larger surplus for 
export. Mercantilists weni all convinced that every man oweth 
to work, to use the language of an old statute, and compellable 
industry was a common id(»a. 

As to natural resources, it was pointed out that by a better 
utilization of wast<i lands things then imported might be pro- 
duc(Hl at hom(‘; and the development of the fisluTUiS was an 
important policy. By “corn laws,*^ which ])rohibited the im- 
[)ortation of grain when the dom(‘stic pric(‘ fell below a certain 
l('V(‘l, M(‘rcantilists strove to stimulate and protect agriculture 
to th(‘ end that th(‘ nation might be self-sutficicnt and support an 
abundant jiopulation. 

Th('r(‘ is s])ac(; to m(*ntion but a few of the many plans for 
facilitating and increasing commcTce. For example, there was 
the public r<‘gistry of mortgages and sahs, th(‘ (‘stablishment of 
banks, th(‘ gr(‘at(‘r use* of bills of exehangi' to allow more rapid 
s('ttl(‘inents and turnovers, fre<‘ importation of raw materials, 
exportation in British vessels, (»tc. Opinion was divided as to 
the efficacy of lowering the interest rate by law; but not’a few 
d(*('med such a nu'asun* of X\\v, utmost importance. 

P(*rhaps this is the place to r(‘fer to tlie colonial policy com¬ 
mon to M(‘rcantilists. Recent discovery and conquest had made 
colonies of great moment; and, in accordance with the foregoing 
id(*as, the accc^ptcul treatment of them was to confine their 
industry as largely as possible to the production of raw materials, 
with the idi'a that tlu' mother country should work these up and 
sell the finished product to the colonists. The net profit of the 
nation would thus be increased. 

It is ratl\er difficult to say how much of “social plaimiug" 
t\\ere was \u t\\e minds of some Mercantilists, but it seems fair 
to say that there was no thought of “collectivism.” The state 
or tlu‘ ruU'r undertook much guidance in economic life; but 
(1) the state' had little power or organization to control economic 
life or carry on industrial enterprise, (2) statistical information 
was inadecpiate, and (3) the predominant idea was to work 
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through and for individuals, the great mass of regulations being 
obviously designed to promote, stimulate, and guide individual 
enterprise.^ Thus, while there was little if any of laisser faire^ 
there was also little of direct government enterprise, and no 
general acceptance of any doctrine of coercion for some ideal of 
the common welfare. 

e. Land-Bank Schemes and Money. — The Mercantilist ideas 
concerning money easily led up to the various land-bank sehem(\s 
which marked the close of the seventeenth century. M<'n who 
believed that an increase in the quantity of the circulating 
medium would correspondingly increases manufactures and trade, 
especially if, as was often the case, they also beli('V('d that mony 
is a value made by a law (Barbon), readily f('ll in with proposi¬ 
tions to swell the monetary supply. Such mvn app(‘ar to have 
been Chamberlen, Briscoe, Barbon, and Asgill, in England, and 
Law, in France. 

John Law (1671-1729), a Scotchman by birth, wrote a ])am- 
phlet. Money and Trade Considered^ with a Proposal for supplying 
the Nation with Money (1705), which had a consid(‘rable influence. 
In it, he argued that ‘Svealth depends upon commerce, and com¬ 
merce depends upon circulationand he advocated a paper 
currency based upon land. Later Law was influenced by the 
growth of commerce and banking, and by practical experience, 
so that he came to advocate a purely fiat curr(‘ncy based upon 
the credit of the sovereign. In 1716, he succeeded in inducing 
Louis XV to establish a great central bank in France, but, after 
a pyrotechnical career, his schemes met financial ruin in 1720. 
He was, on the whole a Mercantilist, but he shifted from “ treins¬ 
ureto credit currency, passing through a land-bank phase in 
his thought. 

This whole movement, however, is best considered as a by¬ 
product or side-issue of Mercantilism: it is not characteristic of 
the more typical period or representatives of Mercantilism, and 

^ Mercantilist thought might be divided on this score. Some htwi the idea of 
national well-being as a total condition. Others were more interested in par¬ 
ticular companies or trades. 
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Barbon and Law are to bo classed as critics of Mercantilism. It 
will also be obsc^rved that its emphasis upon land is not so easily 
explainable in tc^rms of Mercantilism as are its purely monetary 
asjx^cts. 

The Practical Application of Mercantilist Policies. — In ac¬ 
cordance with such ideas, we find many acts for the encourage¬ 
ment of tillag<*, corn laws, navigation laws, and laws creating 
and H'gulating tla* stapl(‘, sumptuary laws, assizes of bread and 
ah'. Probably it was in France under (\)ll>ert that the n'.strictive 
poli(*y was carric'd fart lust. \\r are told that “the state exer- 
cis(‘d ov('r manufacturing industry the most unlimited and arbi¬ 
trary jurisdiction. It (lisj)osed without scruph' of the resources 
of manufactun'is; it decided who should b(‘ allowed to work, 
what things tlu'V should be ])ermitt(‘d to make, what materials 
should 1 h' employ^'d, what proc(‘sses followc'd. . . . Not the 
tast(^ of th(' consimK'rs, lait the commands of the law inihst l>e 
atteiuh'dto. . . . MachiiK's were broken, products were burned, 

when not conformabh' to the ruh's.\n artisan could 

neith(‘r choose th(‘ plac(' in wliich to estaidish himscdf nor work 
at all .sc'asons, nor work for all customers. Th(*re ('xists a decree 
of March 30, 1700, which limits to ('ighteen towns the number 
of places where stockings might be woven. A decree of June 18, 
1723, enjoins the inanufactunTS at Rouen to susix?nd their 
works from the 1st of Jvdy to the loth of Septeml>er, in order to 
facilitate the harvest. Louis XIV, when he intended to construct 
the colonnade' of tlu' Louvrc', forl>ade all private jK'rsons to em¬ 
ploy workmen without his ix'rmission, under penalty of 10,000 
livres, and forbade' worknx'u to work for private jiersons, on 
])ain for thg first offense of imprisonment and for the second of 
the galleys ” ' 

In Prussia many nx'asures wore adopted to foster industry. 
These were partly negative, as the abolition of certain gild 
restrictions; and partly positive, as encouragements to immi¬ 
grate and to marry, the establishment of mills and manufac¬ 
tories, the maintenance of lists of business opportunities, etc. 

* Dunoycr, Dc la lAhtrU du Travad, quoted by Mill, Political Economy, V, xi, 7. 
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There were also the usual limitations on exportation and im¬ 
portation. The policies seem to have been very wisely applied.^ 

Particular Economic Theories. — a. Value. — (Jlear evi¬ 
dence of the development which was going on during th(' six¬ 
teenth and seventeenth centuries in industry and philoso|)hy 
appeal's in that part of economic thought which was devoted 
to value. Prior to this time, such thinkm-s as wrot(' on value 
generally conceived of it as inherent in things — as an intrinsic 
quality. Some saw more or less clearly its dependcMice upon 
human needs, but even these thought of it as Ix^longing to tb(‘ 
thing. Thus Aristotle had spoken of two us(\s of shot's, oiu' for 
wear and the other for exchange. TIk' nuKlieval “just prict* was 
an ethico-religious concejition of a given value inlu'i'ing in a 
thing and quite dififen'iit from its price, 'fliis conc(*pt of valiK' 
is really more nearly akin to that of utilityas now held. 
It was dimly pt'nH'ived that tlie power of a thing to gratify 
wants — aside from exchange considerations, and a.ssuming 
the want — d('pend(‘d upon the quality of tlu' thing or a (pian- 
tum of cost contaim'd in it. 

The rise of exchange and money economy lu'cessarily changed 
all this. It became imiiossible to considc'r value' as an intrinsic 
quality of goods when value came to nH*asun*d in tlie^ 
changing prices of the market. The ])roblem of the value of 
money came to be seen in a truer light, also, and mon(*y is not 
generally wanted for itself. More and more (*l('arly the' just- 
price concept bc'came severe'd from actual marke't value', and 
more recognition and validity were* given te) the* latle*r. The* 
result was that by the end of the Mercantilist i)e*rieKl value* hael 
come to mean gcne*rally an extrinsic market ];lie‘ne)me‘ne)n 
dependent upon exchange. 

Doubtless, too, the spread of a wages system thre'w a new light 
on the problem of economic value, and te'nde'd to emphasize* e*e)st. 

Along with the industrial changes there^ carnet a elen’e'le)pm('nt 
in religious and intellectual thought which teride'd to make 

See appendix to this chapter. Also Cole, French Mercantilist Doctrints hf/orc 
Colbert. 



MERCANTILISM 


129 


tho ()1(1(T idea of valuo unsatisfactory. Thu.s abstract moral 
and juristdof^nuts lost infliKaicc and a long step was taken 
toward tin* dev<‘loprn(‘nt of (*conoinic science by the growing 
s(*paration b(‘tw(‘en (‘thical and economic coii‘<ideratiorLs. Eco¬ 
nomic writing c(‘ased to bc‘ confined to i)hilosophers, prie.sts, 
and jurists. A gn‘ater r(‘gard was .shown for material tilings; 
for to an increasing (‘xtent men gave th(*ir minds to a concrete 
study of politi(*al or (‘conornie evils and the remedies for them. 
Significant of tlu' tim(‘ was th(' rise of a group of traders and 
.stat(*snu‘n whose <‘m])irical writings show Miis t(*ndency. 

''riie fruits of a better appreciathjii of human p(*rsonality and 
its worth app(‘ar in th(‘ works of a group of publicists and juri.stic 
philosoph(‘rs who empluHiz(‘d liuman n^ason, faculties, and 
d(*sin*s, giving dm* w(‘ight m th(*ir ^Maw of nature” to the 
natuH' of man. Accordingly, .subj(*cti\e factors gained in im- 
portanc(% and the conclusion came to b(^ drawn that when tlie 
buyf'r and th<‘ seller \\er(» satisfied, the juice was ju.si. 

Some of the fongoing d(*v(io|)m(‘nts wctc not comjihicly 
carri(‘d out, and naturally did not atT(*ct all \Miters to an equal 
degre(‘. The juristic j)hiloso|)hers showetl more of the ethical 
motive in their thought; and tlu* trad(‘rs and ,state.snien gen¬ 
erally W(*r(» not concerned with the subjective asjXTts of value. 
It should l)e nott'd, too, that much of their writing was that of 
the |)amj)hleteer and lack('d the balance and breadth of the 
s(i(*ntific tn*atis(% just as the fugitive ])amj)hlets of today are 
ajH to do. 

In tlu* writings of tin* Mercantilists the transition noted in 
th(‘ j)receding |)aragra])hs can be j)retty clearly traceil. Passing 
over a grouj) of Italian writers who sai)|)ed the medieval idea 
of just |)rice,* \\\r historian must mention the two juristic 
writers, Cirotius - and Pufendorf.® The Dutch scholar, Hugo 
(Irotius (loSli 1045), drew ui)on Aristotle, Christian theolog>% 
and Roman law, but in his theory of value — which he dis- 

* K.K., nuoniiiMotcni (I5‘)l); .Sourcia (lOlS). 

* Jh Jure liilliit rnn^s (UiLM). lik. II, Chap. XII. Sec Laspeyres, E., Gisch, d, 
volk'^w. Afisch4iuuni/in fit r \it tit rlandt r, p. li. 

^ JJc Jure Xalurtte ♦/ dtnlium (1072), Bk. V, Chap. I. 



130 


HISTORY OF ECONOMIC THOUGHT 


cussed ill connection with contract — lie appears to have been 
chiefly influenced by the (Ireek philosoplu'r. The G<'rman 
jurist and historian, Samuel Pufendorf (1632-1694), was largely 
indebted to Grotius and to the English philosopher, Hobbes. 
Both made needs and desires — in the inclusion of the latter 
going beyond Aristotle — an important el(»ment in value; and 
they implied a distinction between value in exchange and 
utility. Hobbes, in discussing value in his Leviathan (1651), 
emphasized individual estimation. He n^hTrcxl to th(' valiu' or 
worth” of a man as being his ‘‘price” — that is, what would 
be given for his services — and as Ixdng dependent upon the 
“need and judgment” of others. Tlu^ buyer, he argued, rather 
than the seller determines prices: “The value of all things 
contracted for is measurable by the aj)petite of th(‘ contractors, 
and therefore the just value is that which tliiy 1 k' cont<*nted to 
give.” ^ Following Hobbes, Pufendorf stress(‘d “moral esti¬ 
mation,” and said “The foundation of the price or value of 
any action or thing is, fitness to procure, eitlaa* mediat(‘ly or 
immediately, the necessaries or convenience's, or ])l(*asures of 
human life.” The degree of scarcity, however, was allowed 
some weight. 

Both the continental writers attached a considerable de'gree 
of validity to the prices determined by competition, and Hoblx's^ 
statement concerning “just value,” quoted in the j)r('ceding 
paragraph, is notable. 

In the thought of at least two of these men, however, app(Mirs 
the notion of a sort of basal value, akin to the “normal value” 
of present-day economists, resting on cost of production. For 
illustration, Grotius said that “account is commonly taken of 
the labor and expense of the sellers”; and Puhaidorf held that 
in regulating “natural price,” regard is to be had to the “labor 
and expense of the merchant” and his risk, which idea seems 
to lead back to a “just-price” doctrine. 

Within the group of traders and statesmen, less attention 
was paid to subjective ideas of value, and value was thought 

1 Hobbes’ English Works, Vol. Ill, Chaps. X and XV. 
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of as (letormiiiod by objoctiv'^c forces outside of the individual 
estimation. Two represcaitatives of this group will suffice, 
nanu*ly, P(‘tty and Lo(*ke. Sir William P('tty makes value rest 
on expens(‘s of production, n^ducing them to labor and land. 
‘^Labour is the hitlua* and active principle of Wealth, as Lands 
are the moth(*r.” But he seeks to reduce* these two expenses 
to a single* unit, ‘'so as to express the* value of anything bv 
eith(‘r alone*.’* ^ Marke't or “(*xtrinsic” valu(‘S rise or fall accord¬ 
ing te) supply and demand. Ae*ce)rding to L(>ck<‘, labor is the 
almeist e'xe'lusive* source* of value*, fe)r he saj'i, “it is labour indeed 
that jnits the* elifTe*re‘ne*t* of value on e v(‘rything.” ^ “Nay, if 
we will rightly e‘stimat(* things as they come to our use, and 
ca.'^t up the* se*ve‘ral (‘Xjiense's about them, what in them is purely 
owing te) nature*, anel what to labe)ur, w<* shall find, that in most 
of tlu'in nine‘ty-nine parts e)ut e)f a hundreid are whedly to be 
put e)n the ae*e'ount e)f labe)ur.” 

The‘sei two write*rs, the‘n, are to be taken as forerunners of 
the* late*r labeir tlieuirie's e)f value*. The*}' re‘pre8ent the majority 
of lOnglish Me‘re*antilists pre)pe‘r. 

To sum up, it may l>e‘ saiel that in the writings of the Mer¬ 
cantilists gan I)(* fe)und sugge*.stieins e)f me).st value the*ories since 
de*velope'd, anel the* ide*as e)f Adam Smith and the English 
(Massie*al vSeliool may be* trae*(Hl directly to them. (Hutch- 
e'se)n use*d Pufe'iielorf as a te*xt, and Smith was a student of 
IIute*he*se)n’s.) The*.se* sugge\stions were ne)t fully worked out, 
howe*ve'r, anel it is diffie-ult to cla.ssify them clearly. The dis- 
tinctie)!! was elrawn be'twe(*n “intrinsic” and “extrinsic” values; 
the* former depending on ne'e*ds and de'sires and the inherent 
fitne*ss of things to gratify the*m, the latter upon supply and 
demand or cost. The earlier writers appear to have given most 
attention to intrinsic value, meaning what is now generally 
calle*d utility. This wjus sometimes called “natural value,” 
and by Pufende)rf prctiiim vulgare (value in use). As exchange 

' Potty’s Koonomio Writings (C'ainhridKO, ISOO), Vol. I, p. 181. See Host, 
Wrrt.- u. I*tt i:t-Throrit\ pp. 29 IT.; Sewnll, Theory of Value before Adam Smithy 
pp. 70 IT. 

* Essay on (Uvil (toiurnment (161M)), London, 1772, p. 210. 
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and money became more important, extrinsic value came in 
for more attention. It was called artificial or accidentai or 
market value. Pufendorf contrasted pretium eminens (pur¬ 
chasing-power value) with value in use, and it is significant 
that he seems to have thought of it in connection with moiwy 
only. This was exchange value. Cutting across the extrinsic 
or exchange value class, was the distinction found in a hnv 
cases (e.g., Locke, Fortrcy) between natural (normal) value 
based on cost, and market value determiiu'd by “v(‘nt’^ (de¬ 
mand) and scarcity (supply). 

The idea of “naturar' value, in which the play of comp(*titiv(' 
forces was recognized, wjis substitut('d for just ])ric(', - an im¬ 

portant st'^p in the development of the s(‘i('ii(‘(\ 

It remains to touch upon a f('W notable (wceptions. The 
Italians, Davanzati ^ and Montanari,- and the Knglishman, 
Nicholas Barbon,^ will suffice. These imm laid th(‘ gri'ater 
emphasis upon utility, and held subjective* th(‘ori(*s of value*. 
Thus Barbon wrote: “The value of all ware's arise‘s from thear 
use; things of no use*, have ne) value, as the EngUnh ])hni.s(* is, 
they are good for Jiothing.^^ And again, “fe)r the* valuer of things 
depending on the use of them, the ovcr-pluss . ^ . iM'come* 
worth nothing; so that plenty, in res|K*ct of the ofa*asie)n, make's 
things cheap; and scarcity, dear.^' The*se m(*n, togethe*r with 
some of the others already me*ntioneel, he*lpe*d te) k(*e*p alive* a 
recognition of the subje^ctive eleme*nt in value. 

b. Interest. — No unanimity e'xists among Mercantilist 
writ(.*rs on the subje'ct ejf u.^ury e)r intere'st. The)mius Mun, 
about the middle of the* se*ve*nte.*enth ce*nturv, argue*el in fave^r 
of intereist-taking on the grenmel that mone'y-le*neling e'nal)le*d 
poor young merchants te> rise and rnaele* possible the* aelvan- 
tageous employment in trade of the funds of widows, orphans, 
and gentlemen. As to the nature of int(*r(*st, his conclusion 
was “contrary to those who affirm that trade decreasedh as 

* Lezione della monda, 1588. 

^ Dilla morula, 1680 rin ii 
^ A JJiacourse of Trade, UiOO, Chap. III. 
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money inereaseth, for they rise and fall together,” ^ — that is, 
he eonsidcTed the* int(^r(‘st rate as a result rath(‘r than a cause 
of industrial conditions. 

About 1068, a controversy oveT usury laws sprang up. In 
conflict with .Mun^s views. Sir '^Phoinas Culpepper had written 
two tracts in favor of (‘stablishing low(‘r interest rates; ^ and 
his son publish(*d a ‘M)iscourse‘” attacking usury Rut peilc^ns 
tlu' most (‘ininent sf)ons(>r for this notie>n was Sir Jo>iah Child. 
II(* maintaiiK'd that a low inte‘r(*st rate wa> the natiiral mother 
of fnigality and industry, that it would attract traders by 
making e^apital edie'ap, and e-omped frugality by making smaller 
”pre)fits” neH‘e‘ssa!*v! \ higli rate‘ e»f inte rest maele‘ meiney scarce 
be*e*auM* e've*ry man a> seiou as he* has sawel a little*, .sf*nt it to 
the* golelsinith. Tlie* whole burdem e»f .Mich argum(*nt.s W’a.s, 
“We* shall ne*ve‘r stanel an e*ven grenmd with the* Dutch in trade 
till inte*re‘>t be* the* same* with us as with the*m.” ® Likewise, 
Dave*nant teieik a fling at theise* who re*e*e*ive‘d intere*st: “The 
usure*!^^, who are* the* true* drones eif a commeuiwealth, living 
upein the* he)ne*y witheiut the* labeir,” .''hemlel be* taxe‘d.^ 

Me)st e)f the*.se* men thenight that a law' renlucing the* intere.st 
rate* would be* e*(Te*e*tive* anel make* me)ne*y e*he‘ap. Kvide'iitly 
the*y geit the* e*art be fe)re‘ the heirse* and made the efTe‘ct the* cau.'-e, 
all e)f whie*h indie*ate*s a lack of unde'r.standing eif the functiejiis 
of e'apital and moiu'v.^ 

On the* e)th(*r hanel, the*re w'ere .some who took Mlm^s side 
in the usury e*e)ntre)ve*rsy. One, Theunas Manley, explained 
that “as it is the* .scarcity of money (anel many beirrowers) that 


^ FiHglantl'a Treasure hy Forraujn Tratie, p. 127; Kronomic Classics series, 
pp. 77-sl. 

* A Traci against (he High Fat*' of rsunc, leVJl; thui., lOU). In the first he fa¬ 
vored reduction from 10 to S per cent, in the latter — this nnluctiun having lH>en 
made — he de.sire*! a 0 per cent lesal rate. 

* Discourse of Trade, pp. 27, 20. 1(»7, and Preface, for the situation in Holland 
see Laspeyres, Anschauungt n dtr Xudirlandir, p. 250. 

* Essay on ITaj/s and Mtans. 

^ Coasa, in hi.s Iutroduction to the Study of Political Etonomy, certainly .speaks 
too stroiiRly in calling Child remarkable for his sound understanding of money 
without noting this limitation. Hy Child’s time money was largely invested in 
profitable ways. 
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maketh the high rates of interest, . . . so the plenty of money 
and few borrowers will make the rates low/' John Locke, too, 
while not understanding the causes of the valiui of money, 
argued that low interest rates were the result of a plentiful 
supply of money. And Sir Dudley North, who did not acc(‘pt 
some of the Mercantilist doctrine, upheld this ('iid of the con¬ 
troversy, explaining that an abundant “stock" and security 
made rates low in Holland. 

Of the preceding writers, excepting North, it may Ix' said 
that if they had any conception of the n'lation Ix'twec'n tlu' 
productivity of capital and interest it was but a faint one. 
Their notion of “profits" was naive and unanalyzed; “usury" 
was any pajauent for the* use of iuoikw. 

Nicholas Barbon, howevcT, while arguing for a decn\as(*d 
rate of interest, saw this relation; for h(‘ wrote*: “Int(‘n\st is 
commonly reckoned for mony; . . . but this is a mistake*; 
for the interest is paid for stock. . . . Ne) man take*s up meiny 
at interest, to lay it by him, and leise the* int(*re*st e)f it." ‘ Anel 
North in his Discourises upon Trade (1691) is pe‘rhaps ane)th(*r 
exception. 2 

c. Population, Wages, Rent, — It weiuld be wre)ng to make* 
the desire fejr a dense* population, as such, one* eif the* e*arelinal 
feature's of Mercantilism; but, partly for purpe)se* e)f war anel 
partly for increase in pre>ductie)n, Me*re*antilists ele‘sire*el a nume‘r- 
ous people. By emple)ying many pee>pl(* the* king's reve*nue 
would be incre'ased. Che*ap anel abundant labe>r was nr*e*e*ssarv 
to enable hemie preiducts to e*ompete* succ(*ssfully with theise 
of foreign coimtrie*s; hence the* laws and re*gulatie)ns e*ne*e)ur- 
aging matrimony and parenthe)e)d. Samuel Fortre*y anne)une*e*s 
that “People and plenty are c*ommonly the be‘ge*tt(*rs the* eine 
of the other, if rightly ordered";^ Dave*nant says, “Peeiple 

^ Discourse of Trade, pp. .‘U, 32. 

* “But as the Landed Man letta his land, so these still lott their stock; this 
latter is call’d Interest, but is only Kent for Sbjek, as the other is for luiul.” 
“ ... if there be more Lenders than Borrowers, Interest will also fall; where¬ 
fore it is not low Interest makes Trade, but Trade increasing, the Stock of the 
Nation makes Interest low.” (p. 4.) 

* England's Interest and Improvement (1663), p. 4. 
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are the real strength of a oountry''; ‘ and Child, that ''it is in 
multitudes of P(*ople, and good Laws, such as cause an Encrease 
of P(‘oi)l(', whic’h principally Enrich any C'ountry.” ^ Fortrey 
Avas notably explicit in his writing on this subject. Two things, 
said h(‘, ni:ik(‘ a nation gnxat and pow(*rful: rich(\s and popula¬ 
tion. To incn‘a.M* the* latter h(‘ favored freedom of immigration 
and th(* granting of (‘cjual rights to immigrants, — this on the 
ground that th(‘y would bring riches with them and improve 
trade and industry. In answ(‘ring objections — for there were 
oppoiK'nts - lu? maintained that improved industry would 
laaiefit all citiz(‘n'>, ami 1 h‘ even went so far as to argue that it 
wouhl be an a<lvantage to make land dearer, asserting that 
"it might l)(‘ wi>h(‘d, nothing were chc^ap among us but only 
mom*y!” 

It Avas th(‘ id(‘a of th(‘ philosopher, Hobbes, that Avhen the 
multitude of poor, strong people incnnised, the overplus should 
go to th(* colonies; and he niadi* this striking statement: "Avhen 
all the Avorld is overcharged Avith inhabitants, then the last 
reimaly of all is war; Avhich provideth for eA'cTy man, by victory 
or d('ath." 

The Mercantilists appi’ar to Ikia’c had no theory of wages or 
r(*nt. As already suggested, they Avere more or less unsys- 
t('matic pamphleteers; and their ends concerned production 
rather than distribution. It is trm* that Petty saAv that the 
valu(» of labor is deriv(*d from its product, that Child stated 
that Avage regulation is uiiavIm*, etc.; and the latter Avriter ol> 
served that rent had falkai in England lus the result of improA’C'- 
ment in Ireland and high land taxes.^ But the.se ideas were 
• not dev(‘loped. 

(1. Fartffrs of Production. Of more significance are their 
utterances conciaaiing the factors of production: the.se haA'e 

* Essajf on UVi//s nml Mrarus. A dense pop\ilntion makes invention, fruKalit3% 
and industry neros.'^iiry, which hriiiK a n.ation riches. 

^ Diarouno' of TraUr, IVcfjicc. (Stv also Petty, Political Arilhnutick, pp. 107, 
1211; HailM)n. Dtscourst of Trade, p. ill).) 

’ Discourar of Trad, . Preface. (See also Petty, Political Anthmctkk, pp. 107. 
123; Harhoti, Dincourn of Trade, p. 11.) 
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interest in connection with their probable influence upon both 
the Physiocrats and Adam Smith. For example, Petty^s famous 
dictum Labour is the father and active principle of Wealth, 
as Lands are the mother,^’ is most significant in both relations. 
Child refers to 'Hhe inseparable affinity that is in all nations 
and at all times between land and trade, which are twins, and 
ever will wax and wane together.” Davenant keeps the foreign 
trade idea to the front, remarking that “the price of land, 
value of rents . . . rise and fall, as it goes well or ill with” 
commerce; but delivers himself of the following generalization: 
“The wealth of all nations arises from the labour and industry 
of the people,” ^ a statement which reminds one of Adam Smith. 

Barbon, who was hardly a jVIercantilist, said that “land is 
the fund that must support and preserv^e the government,” 
and was himself interested in a land bank. 

e. Productivity of Different Occupations. — In general, as 
already remarked. Mercantilists believed that th(* nuTchant 
was “the best and most profitable member of the common¬ 
wealth,” and that after him came the artisan. One of their 
number makes a summary statement which covers the whole 
matter of productive and unproductive labor. He writ(‘s: “It 
is (I think) agreed on by all that Merchants, Artificers, Farmers 
of Land ^ and such as depend on them . . . are the three sorts 
of people which by their study and labour do principally, if 
not only, bring in wealth to a nation from abroad; oth(T kinds 
of people, viz. Nobility, Gentry, Lawy(Ts, Physicians, scholars 
of all sorts, and shopkeepers, do only hand it from one to an¬ 
other at home.” ^ 

These ideas are of significance in the history of economic« 
thought in two ways: they indicate a great change from the 
times, medieval and ancient, in which agriculture was placed 
first; and they are to be associated with the notions of Adam 
Smith and the Physiocrats concerning the non-produ(;tivity 

^ “Of the Use of Political Arithmetic/* Worka^ Vol. I, p. 139. (London, 1771.) 

* Note the order. 

> Child, Discourse of Trade, p. 26. 
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of certain classes. It is of no little int(‘r(?st, and importance, 
too, to observe how economists have denied productivity now 
to this class, now to th(‘ other. 

Th(» l)(‘li(‘f that c(‘rtain occupations are not so productive 
as otluTs, all things considered, has been a long-continued one. 
The int(»nningling of ethical ideas makes it difficult to compare 
th(‘se b(*liefs; but it may be said that they are determiiK^d 
largely by the* dominant class. Thus, in the Middle Ages, 
agricultural interests doininat(Hl; by the seventeenth century, 
coinm(‘rc(* was in th(‘ asccuidancy; in the rniddh* of the eight¬ 
eenth c(Miturv, as will appe^ar later, there was a reiu^wal of 
interest in agricultun'; while the Lidustrial Re'volution put 
manufacturing intere^sts to the* front. Accordingly, th(‘ Mer¬ 
cantilists thought that as gemtrv, professional men, and rc^tailers 
had litthi connection with bringing in trc'asun*, th(*y were in 
that sense non-productive; while' in 1776 Adam Smith con¬ 
sidered that similar chisses wTre not productive in the sense 
that they did not put vendible goods on the market. 

f. Taxation. — Worthy of notice, also, is the? thought of the 
Mercantilists on taxation. In gemeral theur ide*a w'as that mem 
should be* taxe'd ace*e)reling to the benefits receive'd frean the 
state.* This ide*a was in ae*e‘oril with the prevalent notion of a 
‘^social contract.” Ace’oreling to Hobbe*s, the te*.st for benefit 
should be ewpeneliture. The man wdie) sav(*s she)uld not be 
penalize'd; *‘whe*n the* impe>.sitions are laid upon those things 
wdiich me*n e*e)nsume, e*ve*ry man payeth ecjually for what he 
useth, ne)r is the comme)nwe'alth de*fraueh'el by the luxurious 
waste* of private me*n.” - Grotius and Pufenelorf helel that 
burdens must corre*spond to l)enefits received in the* shape* of 
prot(?ctie)n. 

Sir William Petty has been called the first English se*ie*ntific 
writer on taxatiem. His words are: “It Ls generally alle)weMl by 
all that men should contribute to the Publick charge, but 

^ See SeliKmiin, i*ro{;nssiiu’ Taxation in Theory and Practice, pp. 15S, l(i2 
(Publications of the Aineri<*an Kconomie .Vssociation, 190S.) 

* Leviathan, p. 271. (Koprint of 1S.S1.) 
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according to the share and interest they have in the Public 
Place; that is according to their Estate and Riches/^ ^ He 
favored the expense index, that is, taxation in proportion to 
expenditure. 

Other Mercantilist empiricists dealt with this important 
subject at some length, and formulated several })raeti('al doc¬ 
trines. In general, low customs and an inereiised use of excise 
taxes were favored. l']quality in taxation was urged, and to 
this end a tax on money at interest, — while the impractica¬ 
bility of taxes on easily concealed wealth was s('en.“ 

James Steuart: “the Last of the Mercantilists.” ~ Sir James 
Steuart ^ (1712-1780) was the chief English Mercantilist writcT 
of the eighteenth century. Indeed he has been calh'd the last 
of the Mercantilists. Following the Stuarts into exile in 1745, 
he lived in France, Germany, Holland, and Italy; and his book 
(1767) is largely a collection of observations mad(i during this 
time. Its title is An Inquiry into the Principles of Political 
Economy, being an Essay on the Science of Domestic Policy in 
Free Nations, in which are particularly considered Population, 
Agnculture, Trade, Industry, Money, Coin, Interest, Circula¬ 
tion, Ba?iks, Exchaiige, Public Credit and Taxes. This s(‘(*ms to 
be the first use of the term Political Economy in an JMiglish 
book. His idea of the science has Mercantilistic (earmarks: 
“QCcoiiomy in general is the art of providing for all the wants 
of a family, with prudency and frugality. What a'conomy is 
in a family, political a’conomy is in a state. . . . The lu’incipal 
object of this science is to secure a certain fund of subsist(aif‘(j 
for all the inhabitants” and to render it s('c\ire. E(U)nomics is 
an art. Mercantilist ideas concerning })opulation also appear. 

Money and banking are treat(*d at considerable huigth. 
Steuart justifies interest, but has no cl(\ar understanding of 
capital — as was commonly the case Ix'fore the Industrial 
Revolution. Also, like Child, he feels that a low rate of interest 

1 A Treatise of Taxes and CJonlrihutions (1677), p. GS. 

^ See Davenant’s Essay on Ways and Means. 

^ FeUhogen, “James Steuart u. A. Smith,’’ in Zeitschr. f. d. yes. Staatswissen- 
schaft (1889); Hasbach, Untersuchungen uber A. Emilh., pp. 81 fT. (1891). 
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would 1)0 iK'nofioial, only govornmorital measures to secure it 
should 1)(* gradual. 

II(i has soni(» sound ideas on price, regarding it as determined 
by d(*mand and sui)ply, and distinguishing “eflfeetuar' de¬ 
mand; and Adam Smith has been criticized not unjustly for 
not r(‘f(‘rring to St(‘uart on this point, as Stcuart^s work was 
W(‘ll known to him. 

It is interesting to observe the influence of French thought 
upon Steuart. In France the Physiocratic doetrimis, to l>e 
d(*scribed shortly, w(M'(i taking shape. Accordingly we find 
stre.ss laid upon th(‘ agricultural .'surplus as conditioning the 
growth of i)opulation and industry, and his model state was 
pervad('d with a characteristic unity and harmony. 

The book is diffus(‘ and woefully lacking in cl(‘ar definition 
and accurate statenuMit. This fact, tog(‘ther with the changes 
wrought by the Industrial Revolution and the ap|H'arance of 
Smith’s WvdUli of Xafions^ d(‘priv(‘d Steuart’s work of any 
eonsid(‘ral)l(' recognition or eff(»ct, though it aj)iK*ai‘s to have 
had SOUK' intliKMici* in (lermany. 

The Philosophy of tlie Mercantilists. — Several of the lead¬ 
ing Mercantilist writers w('re ])hilo.sophers, and, of course, all 
proc(»ed(*d u])on certain fundam(*ntal assumptions concerning 
man’s place in tlu* world and tlu* meaning of industrial and 
social life, though they may not have* been conscious of this 
fact. SoiiK' w('nt far toward a.^Miming that management and 
human arrangi'iiuaits could control economic life, but they 
W(M*(' conc(*rned with material matters and tlu'y had few illusions 
as to th(‘ j><‘rfectibility of man, the organic nature of .society, 
or th(' pow(M' of till' human .spirit to transcend the limitations 
of (Mivironment. Tlaais was the philo.sophy of materialism, iis 
defiiK'd in tlu* introductory chapter of this Hi.story. Hobbes, 
in his Lcriatliatij wroti' that “nature hath made men so equal, 
in tlu' faculties of the bod}", and iniml” that no great difference 
exists among them, and no one can claim any Ixmefit there¬ 
from to which another may not pretend. Locke, though some¬ 
what inconsistent, on the whole may 1 k' said to have made 
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environmental influences primary and to have regarded the 
mind as passive. 

Self-interest was the force more or less consciously assumed 
by all to motivate men, and the principle of least sacrifice' was 
supposed to guide them. Thus Hobbes stated that “every man 
is presumed to do all things in order to his own benefit,” and 
Fortrey that “Interest more than reason commonly sways 
most men^s affections . . . and the hope of gain commonly 
bears so great a sway amongst men, that it alone is suffieie'iit 
to prevail with most.” 

The jMercantilists, furthermore, regarded self-interest as 
leading to clashes of interest between individual s('lv(\s and the 
state. One finds hardly a trace of the doctrine of a natural 
“harmony,” which was to play so large' a i)art in later ('conomic 
thought. Hobbes thought that men differ from ants in that 
among these creatures the common and the private good are 
the same, while among men there is continual competition for 
honor and dignity.^ Fortrey wrote bluntly: “But private 
advantages are often impediments of publick profit . . 
and Child urged his readers to “warily distinguish betwei'n 
the ])rofit of the merchant and the gain of the kingdom, which 
are so far from Ixiing always parallels, that freciuently they run 
counter one to the other.” ^ Clearly, these m(*n held to no prc'- 
conceived notion of a natural harmony of int('r(‘sts, but rather 
anticipated conflict. In fact, their ideas here and concerning 
population, contain some seeds of pessimism. 

Critical Estimate and Summary. — It must not be thought 
for a moment that the preceding statements will apply to ail 
writers who may properly be called Mercantilists, nor that th(*y 
will apply in their entirety to any one of them. In som(^ case's 
th('y are generalizations or analyses, which the men of tlu* 
seventeenth century do not appear to have made expressly. 
In other cases there were exceptions, some of which have been 

^ Leviathan (English Works), Vol. Ill, p. 156. 

2 English Interest and Improvement, p. 3. 

3 Discourse of Trade, Preface. 
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point(‘(l out. But it is bolievod that a congress of Mercantilists 
would hjive agreed by a larg(' majority vote to any of the above 
propositions which hav(i b(‘en made in a general way. 

The conclusions to be drawn from the foregoing discussion 
seem to be that tlui M(*rcantilists were inclined to lay too much 
w(‘ight on tlui advantage* of gold and silver as compared with 
that of other commoditic's; that they overestimated the \'’ahui 
of c<)mm(‘rc(*, or, p(*rhaps it would be better to say, uuderesti- 
mate'd th(* r(‘lativ'(* importance* of agriculture and other branches 
of human inelustry; and that th<*y erred in supposing that a 
favourable* balane*e‘ e)f trade* n(*cessitat(*d a lH*n(*fit in the long nin. 
Tlu*y we*re? in c‘rre)r, te)e), in be*ing too much inclined to n*gard 
what one nation gaiiie‘d as nec'e.ssarily the loss of another. A 
harmony of inte‘re‘.st'4, it is true*, d(K*s not always obtain as 
lH*twe*e*n eliffe‘re‘nt countrie*s. A goexl part of what England 
game*el by the* Navigatieni Act, liedland lost; American com- 
pe‘titie)n at the* b(*ginning e)f the* twentieth century was injuring 
ve*ry se*nsibly the inte*rests e)f impe)rtant clas.Kes in England and 
on the* Ce)ntine*nt. Nev’erthe‘le‘ss a more scientific examination 
inte) the* tlu'eiry and practice of international trade was ere long 
to she)W that in frf‘e e*xe*hange be)lh parties gene*rally gain. 

Industrial ele*ve*le)pm(‘nts le*d the Me'rcantilists to abandon 
the doctrine e)f just prie*e*, thenigh trae*e*s e>f the idea may be 
founel; anel the*y we*re* fe)re*e*d to giv'i* ineire consideration than 
the»ir pre*de*e*e*sse)rs te) ‘'e*xtrinsie*” or market values, and to the 
sul)jee*tive* (*lements there’in. They maintained the concept of 
‘‘intrinsic’* value*, he)wev’er, and consequently did not make the 
clear di.stine'tiein betwe*en v'alue and utility that was necessary 
be*fore inue*h pre)gre*ss e*e)uld be made*. A cast theory of v’alue, 
with the* labeir (*l(*ine*nt i*inphiusiz('d, wns held or impliexl by some 
of the me3st pre)mine*nt write*rs. 

On the* whole*, inteivst was defend(*d and a few had some 
inkling of the reaseins for it. Many, howev'er, thought it was 
seimething to be deteuinineil by the state, and thus showed 
im|Hirfe*ct ideas abend capital. 

C'riticism of the* Mercantilists’ idetus has been carried too far 
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in not a few cases. They contained errors unquestionably, and 
the germs of an unhealthy development; but they arc far from 
a mass of absurdities when considered, as they must b(‘, with 
regard to time, place, and, above all, to the spirit of the people. 
It is nonsense to believe that exports can exceed imix)rts in all 
countries. But the jMercantilists never claimed this belief. ^i"hey 
did not generalize. They were laying down the principles of a 
national political economy, not a cosmopolitan one. War wiis 
the normal thing, and a large degree of self-sufficiency a prac¬ 
tical necessity. 

Some explanation of their ideas concerning treasure has al¬ 
ready been given. Now let it be forgotten for the moment that 
gold and silver are money, and let them be considc'nul nuTcly 
as other commodities. Then let the question be i)ut: how is a 
people which has not the commodity, gold, or the commodity, 
silver, but has other commodities, to obtain the form(‘r pi^ace- 
fully? The reply is simple: by exchanging eommoditi(\s. One 
can conceive of no other way. Now that is one thing which the 
Mercantilists of England, France, and Germany wislu‘(l to do. 
They wished to trade off some of their wares for gold and silver, 
and they actually accomj)lished their purpose. Spain lost gold 
and silver, and they obtained it. As a temporary expedient 
under existing conditions, the balance-of-trad(^ theory was 
justifiable. The Mercantilists erred chiefly in so far as tlu^y 
regarded it as a proper permanent national policy. But is the 
error not natural? Most men hold the same* notion to this day, 
and that without the reasons which existed over two hundred 
years ago! 

To apply a practical test, it may be said that Mercantilism 
was for a time fairly successful. The French free trader, Blanqui, 
acknowledged freely the benefits France derived at one time 
from a governmental supervision of trade and comm(‘re(\ l^ven 
Adam Smith admits that CromwelFs famous Navigation Acts, 
which prohibited foreigners from bringing into lOngland any 
goods that were not the product of their own country, wcjrci of 
advantage to England, and approves of them. As to German 
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Morcantilisrn, Miralx'au wrote of Silesia, a region which re¬ 
ceived partieular attention from Frederick the Great, ‘^There 
HMgiis there a i)o|)ulation, a culture, and an industry truly 
inun('ns('/^ And otluT contemporaries confirm this, explaining 
the want of prosp(*rity in other German states by a lack of 
j)r()))(‘»- initiative* on the i)art of their governments. Under the 
conditions of the* time* tlien* was a lack of energy and go-ahead 
on the* part of ])rivat(‘ individuals, so that when the government 
did not l(*ad, stagnation in industry was the rule. 

(\)uj)l(*d with this idea is the fact that Mereantili^tic phi¬ 
losophy ^^as ba^c'd upon a belie‘f that private* and social interests 
are neit ne'e*e*ssarily in harine)ny. The re*ade‘r of the Mercantilist 
j)ainphle*l was to di‘<tingui>;h warily between the profit of the 
nie‘re*hanl anel the* gain i)f the* kingdom, for “frequently they 
run e*e)unte‘r e)ne* to the e)the*r.” ’ This concept by no means 
hael the* ee)nte*nt e)f the* similarly wwded one common today, 
ne)r eliel it le‘ael te) all the* ee>nelusie>n> ikav drawn; rathe?r, Mer- 
cantili'^m e)fte*n iiie*ant al)se)lutism and the means by which the 
ruler anel ee*rfain privil(‘ge‘d e*lasses cenild use* the state for their 
e)wn aggranelize*m(*nt. 'rhe*n, as ne)w, howeve'r, re*gulation of in¬ 
dustry by the* state* was the* bgical outcome. 

'rile* e*sse*ne*e* e)f M(*re*antilisni proper was the application of 
the* inde'pe*nele*nt-de)me*stie>ece)nomy ide*a of self-sufficiency to 
natie)iis, an e)lel syste*m e)f thenight to a new group of phe- 
ne)me*na. One* se*e*s it in the* attituele of the state toward trade 
anel inelustrv; it appe*ars in the* balance*-of-trade idea; it lies 
bae*k e)f the* e>ve*re*stiinatie)n e)f precienis metals. This was more 
e)r le*ss ce)nse*ie)us with the Mercantilists. I^Iun wrote concerning 
the* balane'e* e)f trade*: . . it cometh to pass in the stock of a 

kingele)m, as in the estate e>f a private man.” Child puts it as 
fe)lle)ws: the*re* is ‘bi gre*at similitude between the affairs of a 
private j)e'rse)n, and of a nation, the former being but a little 
family, anel the latter a great family.” - 

It is, the*n, simply the iele'a that has always dominated the 
traele*r anel which is piwalent among merchants to this day: 
^ Child, Diacourse of Trade, Preface. * Ibid., p. 164. 
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patronize home industry; so conduct your business tliat tin; 
profit and loss account erf the year’s trading shows a balancf* 
in your favor; etc. “Whatever nation,” says l)av<>nant, “is 
at a greater expense than this balance admits of, will as surely 
be ruined in time, as a private person must be, who every year 
spends more than the income of his estate.” 

Thus we arrive at a body of policies, designed, by government 
regulation of commerce and industry, to secun* a large net 
profit for the state as a trader, - or bettc'r, perhaps, the trnd(Ts 
in a state — in the shape of trca.sure. This is MercantilLsm 
proper. 

Mercantilism after the World War. — In several important 
respects, a recrudescence of Alereantilism developed following 
the depression of the nineties, and came to a head with the 
World War, and particularly after 1921. This is illustrated by 
the emphasis on the gold hoards of various nations, and related 
policies as to tariffs, import quotas, and exchange restrictions. 
Internally, too, there was a predominance of “policies,” based 
upon political considerations, and c<>ntering in the financial 
difficulties of the state, which resembled Mercantilism, — with 
bounties, detailed regulations, price fixing, del)ii.s(>ment of cur¬ 
rencies, etc. In general, the spirit of nationalism was strong, 
and the cosmopolitan trend of economic thought wjis ch(>eked. 

Nor is it difficult to trace all this to conditions .similar to 
those of the Mercantilist period, .such as great wars, rapid in¬ 
dustrial and financial changes, currency and price instabilit}’, 
international competition for gold, and a tendency to concen¬ 
trate power in the state. 

Indeed, the tendency aro.se to deny the validity of economic 
laws, to treat economics as an art, and to place a naive con¬ 
fidence in opportunistic legislative expedients, much as in the 
seventeenth century. 

This Neo-Mercantilism of the post-war period naturally dif¬ 
fered in several respects from the older Mercantilism, and (>.s- 
pecially in that it appealed to a more idealistic philosophy. It 
depended more upon effective “social planning” of economic 
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life, (‘itIuT through roinplctc^ rontralization under a dictatorship 
ur through nutss action under a ‘*dc*rnocratic^^ form of **regi- 
m(‘ntation/^ And it was backed by much greater and more 
|)r(*cis(‘ statistical information. 

It is of int(‘r(‘st to note that this period may illustrate one 
of thos(* (‘a.ses in which an (*volutionary process goes on in some 
parts of th(» world and not in others, producing “lags” which 
(‘ventually caus(' social “strains” — in this case world wide. 
SouK' nations did not n^ally participate in the Mercantilism of 
th(' (‘ight(‘enth (aaitury, and several did not achieve the develop- 
mcaits attaiiK'd in England and France. In short, they did not 
attain (‘ither national unity v.ithin, or an established place in 
the family of nations outside. Among thef>(', we may list Italy, 
Russia, and, to a consid(‘rable extent, ruTinany. Thus it is 
that Fascism in Italy became a sort of Neo-AIercantilism, in 
addition to its oth(*r asjx‘cts. 

In th(‘ rniti'd Stat(*s, moreover, there was a lack of internal 
unity, ('conomically spc'aking, which arose from wide sectional 
differences of inteiest, and w’as intensified by “States^ rights.” 

Th(» struggl(» in tin* le.NS unific'd and integrated nations to 
achi(*ve a fully d('V(‘lop<*d nationalism, no doubt had something 
to do with th<‘ War; but mon* (‘specially it had much to do with 
th(‘ economic warfan* which followc'd the military struggle. And 
this r(‘act(Hl on the othcTs. So tlu're becami' fully developed in 
the 1930’s a sort of n'version to Mercantilistic policies, having 
as a promiiu‘nt fi'ature the (establishment of unity within certain 
nations, through dictatorships and “social planning,” and a 
(M)rr(*lat(‘d effort to prot('ct the national economic life against 
others by trade and monetary regulations. 
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German Mercantilist Policies 

Through Professor Gustav Schmoller’s admirable little work on 
German Trades in the Nineteenth Century * we can trace in detail 
the operations of Mercantilism in Germany. From K).")!) to 18(X) 
Prussian industry was directly under the guidance of the state au¬ 
thorities. It is true that in some respects the monarchs of Prussia 
exercised their power to increase industrial liberty; but only in so 
far as it seemed good to them, and thej’^ never let the reins slip out 
of their hands. 

The Great Elector, Frederick William, issued edicts in l()b7, 1(300, 
and 1683 to encourage the cultivation of places tliat had been laid 
waste by the Thirty Years’ War. One measure attempted to draw 
people to the cities by removing the tax {den Schoss-srot) resting on 
houses and substituting an excise {Accise) in the cities, with th(* (ex¬ 
pectation that this would chea|)en houses and reduce the cost of living. 
This was not a financial but a political measure, it must be not(3d, 
and was an act of state interference. It had the desired effect. A 
large demand for houses manifested itself in the Prussian cities, and 
many merchants and tradesmen immigrated. Edicts w(*r(^ issiu'd in 
1686 and 1688 to improve the whole organization of the trades. Many 
restrictions which the gilds had kept in force, limiting the number of 
masters, journeymen, and ai)prentices, were removed. All immigrants 
received free of charge the rights of a master tradesman and tliose of a 
citizen. The linen industry in Ravensberg in Wosti)halia was assisted 
by an institution of state for measuring the length and l)readth and 
determining the quality of linen and stamping it accordingly, d’he 
effect of this was to give purchasers confidence in tlie products of the 
manufacturers. 

Frederick I, who reigned as king from 1701 to 1713, continued the 
policy of the Great Elector. Immigration was artificially encouraged. 
Magdeburg was rebuilt by settlers out of the Palatinate. Uj) to 1600, 
forty-three new kinds of trades had been established in the Mark, the 
province in which Berlin is situated, by the French and the Walloons. 

Frederick William I (“der sparsame klugc hausvatcrliche Tyrann”), 
who reigned from 1713 to 1740, went still farther in the direction in 

^ Die deutachen Kleingewerbe im 19ten Jahrhundert (Haile, 1870). 
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which his predecessors liad gone. He forbade the exportation of raw 
inat(»rial, especially of wool. The importation of foreign manufactured 
articles was eitli(;r entirely forbidden or rendered difficult by the im¬ 
position of heavy duties. I'he government established fullers* mills, 
dyeing establishments, presses, and wool magazines. To encourage 
C(*rtain classes of foreign artisans to marry, privileges were granted 
them for thw near.s after marriage — among others, full exemption 
from taxes or exceptionally low taxes and freedom from military service. 
Several tinu's, as in 1718 and 1721, li^ts of tradesmen and artisans who 
had failed in dilTerent citi(»s or had (piit business were published, so 
that the vacanci(‘s might attract attention and call in others to take 
their places. 

Fred(‘rick the Great (1740 178b) continued his father’s policy. He 
grant(‘d religious and intelh‘etual tol<*ration, and administered justice 
with impartiality, not mf*rely for the sake oi these good things them- 
s(*lv(*s, but also to increase population b\ making Prussia the goal of 
emigrants fleeing from |M*rsecution. llis efforts brought at least 30,000 
immigrants into Sil(*sia alone. 

Im[)oitant industrial activity was the result of this application of 
the principles of the MiTcantih'^ts. Schmoller enumerates the following 
indu'^tru’s which owe tlnur origin to the policy of Frederick the Great: 
th(‘ mines in Silesia; an iron manufac‘tory in lOberswalde (Neustadt- 
Eberswalde until 187b); the Berlin iron foundry, in which the entire 
Berlin industry in manufacturing machines had its origin; the manu¬ 
factory of silk in (’refold; the weaving industry in Fdberfeld and Bar¬ 
men; and the linen industry in Billefeld. Dutch bleaching establish¬ 
ments were founded. 

A court was establish(‘d which exercised jurisdiction over matters 
of commerce and bleaching; and to crown the whole, state diplomacy 
was ii>ed to assist the manufacturers in selling their products. Spinning 
and weaving were controlled by minute regulations. It was forbidden 
to exjKirt yarn. Spinning was encouraged in every way; the soldiers 
were orilereii to spin; the spinners of cotton were paid annual pre¬ 
miums, and received privileges such as exemption from taxation. Edicts 
were issued and regulations framed for the purpose of assisting arti¬ 
ficially the small tradesmen to obtain credit and the means of procuring 
raw material. 
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EARLIER GERMAN MERCANTILISTS AND 
EAMERALISTS ^ 

Teutschland hat zu seinem schaden, 

O der grosseii raserey! 

Fremde kauf-lcut eingeladen, 

Das es ja bald geldann sey. 

Fremde waaren, welche ley der! 

Bringen nichts als fremde kleider, 

Machen unser teutsche welt 
Reich an holTart, arm an geld. 

Vox Hornig. 

1. Resume of the Nature, Scope, and Development of 
Kameralism. — For some three hundred years or more the 
economic thought of the Clerman states and Austria was largidy 
embedded in that body of learning kaown as KaiiKaalisin or 
Kameralwissenschaft. This was the German Mercantilism, a 
Mercantilism which deserves separate study because of its pc'cul- 
iar problems, its relatively full and consistent formulation, and 
its close relation to more recent German F]conomics. 

In the IVIiddle Ages the w^ord Camera (German Kammcr) 
designated the place in which the royal income was stored. By 
the Frankish kings the royal treasure chamber was called Karn- 
mer, and the term soon came to apply to the royal property. 
Thus Kameral affairs concerned the economy of the princ(', and 
Kameralism was the art which maintained, increas(»d, and ad¬ 
ministered the royal income. After the erection of the Hof ham¬ 
mer by the Emperor Maximilian, — at Innsbruck and at Vienna 

' For a more complete statement of Kameralism, see Small, The C^artu raliatH; 
Chicago, 1909. The present chapter was prepared some months before the a|>- 
pearance of Professor Small’s book, and, its conclusions having thus been in¬ 
dependent, the substantial unanimity of the two is of interc‘st. The writer has 
had access to a copy of Homig’s Oesterreich uber alien, which important work 
Dr. Small unfortunately could not obtain. The writer would, perhaps, lay more 
emphasis on the economic element in Kameralism than does Prof(*ssor Small, — 
while he realizes the largo proportion of politics and technology embraced. 
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(1493 and 1501), — a knowledge of the principles and duties 
inv'olv(‘d in its administration became n(»cessary, and chairs for 
instruction in such knowledge were later founded in various 
univ(»rsiti(\s. 

At tlu^ outsc't, KairuTalism was a combination of ideas, polit¬ 
ical, juristic, technical, and economic; but toward the close of 
th(‘ Middh* Ag(‘s it b(‘came largely s(‘parated from jurisprudence, 
whil(' it was (‘xtended to include, besid(»s the original idea ef 
domainal and n^galian administration,* ])roader matters of eco¬ 
nomic policy. Tluai, during the* eightf^enth century, technical 
subj('cts w(‘n‘ mor(‘ and more dealt with, until in the early nine- 
t(‘(‘nth (MMiturv tlanc* was a rea(!tion, and (‘conomics was severed 
from teehnology. 'I'liis was, no doubt, partly effected by the 
(‘Volution of political economy in France and Paigland. Schmalz, 
writing in ISI9 (Kticijrlitjtfdin of KamernliAtic Sciences), made 
Kann'rali^m includt* all matt(‘rs pertaining to the property and 
incoiiK' of th(‘ p(H)pl(*, th(‘ir ac(|uir(‘mt‘nt and increase, and taxa¬ 
tion. d'w’o distinct branclu's w(‘r(* t(‘chnol()gy and |X)litieal econ¬ 
omy. And Hau (Tchcr die Knmemlwisscnschaft, 1825) distin¬ 
guished private and t(u*hnical (‘conomy from the public and 
political. 

"riiroughout its (‘iitirc* developimnit Finance figured promi- 
iKMitly in Kam(*rali''tic thought. 

To understand this thought one must n'lnember that the 
gr(*at stimulus to thi‘ thinking of the ('arly Kameralists lay in 
th(‘ r(‘lativ(*ly backward industrial (’ondition of the German 
stat(‘s. From the ri'ign of diarh's V to the close of the Thirty 
Y('ars’ War, (h'rmany was split up into a j^olitical chaos of 
struggling princ(‘ly and l)urgh(‘r ('conomi(‘s. In vain (1522-1523) 
was th(‘ proj('ct of a national tariff wall raised; and Copernicus 
proposi'd a uniform curri‘ncy to no avail. The political struggle 
concerning (*oinag(» (“Der Munzpoliti.sche Stnnt”) of 1530 was 
typical. 

* noiiiain.s iin-luUtMl royul ostutes. rrown hunts, etc., reKanlinl aa sources of 
revenue fur t!»e ruliTs. UoKalia included many riKhts and prerogatives, for which 
WMi Mow. p. 101. 



150 


HISTORY OF ECONOMIC THOUGHT 


During the continuous warfare prior to the Peace of West¬ 
phalia (1648) cities and country districts were depopulated, 
while heavy loads of debt were accumulated by sovereigns. Torn 
by internal dissension, overrun by Turk and Frenchman, out¬ 
stripped in trade by the vigorous activity of Holland, France, 
and England, there was need of action. The need of remedies 
was especially felt after the Thirty Years' War. 

Kameralism became a study or discipline for training officials, 
largely for the work of remedying the economic evils which 
afflicted the German states in the sixteenth and seventeenth 
centuries. 

In this situation, coupled with an undeveloped system of 
taxation, lay the roots of the German Mercantilism. 

Beginning about the middle of the sixteenth ce^ntury the rise 
of ideas characteristic of German Mercantilism or Kameralism 
may be traced in the thought of Luther and of Ossa (1506- 
1556). But Georg Obrecht, who was made professor of law at 
Strassburg in 1575, appears to be the first real Kameralist, with 
Besold — also a law professor — following. Bornitz and Klock 
(1583-1655) came shortly after, and are mon' important. These 
writers generally emphasized the importance of mon(‘y and a 
dense population, and placed great confidence in government 
regulation; while they differed on such points as the advisal)ility 
of depending on domainal revenue to support the gov(‘rnm(*iit, the 
nature and scope of regalian rights, and a reduction of tlu* h'gal 
interest rate. Chapters on such technological subjects as fishing, 
agriculture, the silk industry, etc., were often presented. 

Better known and more influential than any of the preceding 
was Seckendorf (1626-1692\ the author of Der teutsche Fiirsten- 
siaat (1655). He may almost be called the father of Kameralism. 
Like his fellows, he favored a dense population and r(\striction of 
exports; but he opposed gild monopolies and was more moderate 
in his views on government restriction. His tendency to sei)arate 
economic considerations from those of a political or merely fiscal 
and administrative character is noteworthy. 

To be associated with Seckendorf arc Bcchcrs (1635-1682), 
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Hornig (or Hornigk), and Schroedcr (1640-1688); while with 
Gasser, Daries, Dithmar, Zincke (1692-1768), and Justi 
(d. 1771), Kameralism became a university study and was more 
systematically developed. 

2. The Economic Thought of Some Typical K[ameralists. — 

a. Beckers* Political Discourse**: 1607. — In the fore part of 
his Political Discourse * (1667) Dr. Johann Joachim Bechers 
gives us a stat(‘m(Mit of the rules which should regulate the 
various ord(TS of society in Mainz, — the upper classes as well 
as merchants, artificers, the* poor, Jews, and beggars. The qual¬ 
ity and price' of goods were to lx? regulat(‘d, forestalling pro¬ 
hibited, and, in g(*n(‘ral, the late-medieval market and handi¬ 
craft regulations ('iiforced The authority of the gilds, however, 
must be decreas(‘d, and if a workman were skillful, he might 
work at his craft wh<*ther fulfilling gild requirements or not 
(pp. 71 83). He n*comnu*nds that the three productive classes, 
iiK'rchants, handicraftsmen, and ix'a-aiits, should lx? guided by 
OIK* h(*ad official to tlu* (*nd that they might cobjxrate, and so 
caus(* th(' community to grow by advancing its business. “But, 
Ix’cause . . . this con.^ists in negotiation and sale, it is easily to 
lx* und(’rst<xKl that of everything which hinders it or the business 
and population which arise from it, and on that account weakens 
tlu* community and its Ixisiness and all tlx* utilities which result, 
nothing is .so obstructive as to burd(*n merchandise and mer¬ 
chants with high tolls and imposts; for ther(*by will the trades¬ 
man be imp<*ll(*d to furnish his wares dearly in order to cover 
such imposts^^ (p. 99). As a result, either foreignei's would get 
the trade*, or the con.sumption would lx? decreased and trade 
weak(*n(*d. So with handicrafts: heavy taxes on the means of 
subsist(*nc(* make artisans charge more for their work, and pur¬ 
chases an* made* al)road, white these results cause the agricul¬ 
turist to lose his market. 

Consumption or sale is most necessary to hold the three 

* PolUisvhtr Discurn, von den tig* ntlichen I'rsachen dcs Auf und Abnehmens dcr 
Stddt, Ijindir, und lit puhlickiH, in S/Hcie, inV tin Land volkrvich utui nahrkafft 
zu machvn. (Sci od.. Frankfurt. lOSS; Ist ed., 1GG7; Gth ed., 1759.) 

* ** ConaumiAion, debit, oder VtrschleUs.** 
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groups together and bring prosperity. When the maiket is good 
the merchant sells, the manufacturer works day and night mak¬ 
ing things for the merchant to dispose of, and the agricultural 
worker products raw materials. But the merchant is tlu^ k(‘y- 
stone. Upon him and his sales rest the nourishment and increase 
of the people. 

‘‘Those are proi)er traders who through their stock bring it 
to pass that raw stuffs remain in the land and an? workt'd up 
by the subjects thereof, . . . that inst(‘ad of fonagn manu¬ 
factures coming into the land and money going out to pay for 
them, not only does such money remain in tlu' land, but the 
exports draw in trade (or wealth): These, say I, are useful mem¬ 
bers of the community^’ (p. 103). 

Markets are of two kinds: dome.stic and foreign. Tin* former 
is a 'privatum privilegiumj is certain, and to be ki pt for home 
traders. The foreign market, if the foreigiuas an^ cl(‘ver, is not 
to be hoped for as a privilegium^ and one can draw away tluj 
foreigners^ money only by the cheapness and goodiu'ss of on(‘\s 
wares. To this end, cheap living through low import duti(‘s on 
food, etc., is desirable; also, encourageimait to good artificers, 
and good masters and materials. 

Beehers makes much of three great (n ils: monopolium, poigpo- 
Hum, and propoUum. These tend to destroy tlu‘ stat(‘. Tlu; lirst, 
or monopoly, destroys population by n^strictiiig access to tra(li‘, 
as do the gilds with their many reciiiireuKaits. On tht‘ oth(*r 
hand, Holland, by abolishing all restrictions, has brought (ui a 
“polypoly” which exists when there are rnon^ jx'asauts than 
land, more handicraftsmen than work, moni m(‘rchants than 
market. This destroys subsistence. The id(»a of a “propoly” 
seems less distinct, Beehers hims(*lf stating that it t(*nds lo 
monopoly. The East India Coinjiany was a “])ropoly.” To 
forestall or to take advantage* of a ch(‘ap y(‘ar to buy up for the 
purpose of selling dear at a later time also fell uiuU'r this head 
and tended to destroy the community. 

To Beehers the institutions of greatest advantage' to a state? 
were a well-established currency, a fnn? market house? [Knuf’ 
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haus)y a woll-rnaiiiiod factory (Werkhaits), and a rich bank 
(p. 207). 'l'h(» first tlinn? would maintain the supply of money; 
th(' last would hrin^ in more from abroad. 

H<* s(‘(*ms to hav(‘ had some understanding of the principle 
now (•all<‘d (Jn'sham’s Law, and discusses fli(‘ measures tried by 
Swed(‘!], Holland, and iMigland for retaining their good coin. 

As no wan* is d(‘ar(T or mon! nec(!.ssary to a country, he lays 
it down as a gen(*ral rule that by (‘V(*ry means money should he 
k(*pt at hoiiK*, and lo tliis end advoeat(‘s a 5 per cent impost on 
sp<M i<* exports, ('oius should i)e of ])ure meial, hut might Ixj 
advantagc'ously d(‘en*ased in W(‘iglit. By the establishment of 
(‘xehange hanks on the* borders (jf the eountry, ih(‘ flow of pre¬ 
cious iiK'tals in and out of tlu* ((iuntiy might be controlled,— 
only domestic coins to ])ass eurn'iit NNithin. 

B(*(‘h(*rs \\rot(‘ mueli eoneerning foieign commerce, and fa- 
vor<*d d<*V(‘loping it through the agenev of r(*gulat<*d companies. 

On th(‘ \shole, though h(‘ did not oxiaiook the importance of 
agrieultun*, nor di'sin* an ov(*rden.s(‘ population, he was decidedly 
a M(*reantilist.‘ 

h. IfornKj, Hulfs for Making a Xation Self-Sufficient: IGSJ^. — 
Ofsterrvirh uher allcs^ irnnn es nur inll * is th(‘ title of von Hornig^s 
(or Ilornigk) hook. It was one of tlu* best known of the Kamer- 
ali.stie writings, though now' (piite rare. The title strikes its 
k(*ynot<', .Vustna ahovi* all if only .slu* w ill. By systematically 
(‘xploiting her rc'.sourees, d<*veloping thrift, excluding certain 
fon‘ign manufactures, etc., she might surpass her neighbors in 
pow(*r and w(*alth. 

Ilornig makes ‘Mia* might and excelkmce of the land consist 
in its ov4*rplus of gold and silver and all other things requisite or 
conv(*ni(*nt for its subsist( mum*, and indcM'd all such as, in so far 
as is oossihle, come from its own re.sources, — and at the same 
time* ih(*ir proiH'r [rechtmassig) care, use, and application’’ 
(p. ;W). 

' Uorhor.s wviiw to luivo ^ivon up somo of his Morrantilist doctrines and to 
hav(Mlispln>ed coinnuinistu* leanin^.sin hi.s later years. 

* J:d. of 1707 »|uoted. 1st ed. in UiSt. For KiiKlish translation and biographical 
note see Monroe (Kd.), Early Economic Theuykt. 
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This passage brings out the chief point in Hornig^s thought: 
self-sufficiency. He accordingly proceeds to examine Austrians 
balance {bilancia)^ considering first her deficit, so to say, in gold, 
silver, and other things, and then her surj)lus; concluding that 
her great natural resources in salt, bread, fish, wine, etc., made 
it possible for her to increase production and secure a favorable 
balance (Chaps, xi, xii, xiii). 

His idea of wealth and of favorable balance is not a narrow 
one. A land having only gold aiul silver is indexed rich {reich)^ 
but is far from the goal of self-sufficiency; for its people can 
neither eat nor wear those metals (pp. 27-28). On th(' other 
hand, one having all but gold and silver, while it could stand 
alone longer, is also dependent; for, we are told, gold and silver 
seem indispensable to most men, and such a land would dc'pend 
upon the foreigner\s good will for the exchange of its goods for 
gold and silver. 

In making a common comparison between the bases for the 
industrial success of Holland and England, Hornig us(‘s a striking 
figure: Holland's gold magnet is stronger in attracting, Eng¬ 
land ^s in retaining, the prcH'ious metals (p. 30). 

Thus the question with Hornig is always oiu^ of fonngn (‘om- 
parison. He specifically states that power and wt'alth have 
become relative terms, depending not on the absolute (juantities 
of power and wealth possessed, but on their relations to those 
of neighboring lands. 

The analysis of economic categori(‘s is interesting. All matters 
useful for human subsistence are of two sorts: first th(.‘r(‘ is the 
thing itself; and secondly there is the proper (or legal?) care 
and application, especially suitable arrangements for domestic 
and foreign industry and trade (pp. 27, 31). The former dc^pends 
upon nature alone; the latter partly on nature, partly on human 
wishes. In the last analysis all the things themselves fall into 
two classes: (1) gold and silver, (2) all other things for nourish¬ 
ment, clothes, shelter, etc. Gold and silver are equal to all 
other things in value and use (Werth und Niitzen)^ and are of 
quite another sort on account of their ‘‘civil use.'^ 
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But to rotuni to Hornig's thesis. He lays down nine funda¬ 
mental rule's for a gc'iK'ral national-K'conomics.'^ These' rulers were 
quotc'd by otluT writers, and exerted much influence. They are 
fairly typical of the dominant mixture of Kameralism proper 
and Mercantilism. 

(1) The ('arth and all on and in it should be examined most 
accurate'ly to levirn how everything may be made most useful 
to the nation; and in all things which concern gold and silver 
no pains or costs should ho spared. 

(2) ‘'All th(‘ goods which occur in a country and which are 
not used in their raw state' sheaild be worke'd up in that country 
as far as possible*.’’ 

(8) Fe)r the e*xe*eutie»n e)f the*<ei rub s people should produce 
raw’ mati'rials as we*ll as work themi up. Thus it is important to 
re'gard pe)pulatie)n, and te> k(»e'p me'u fre>in foolish occupations; 
anel by all ele'vie*e s to in*<true*t and e'licouragc artisans and handi- 
craft.Mne*n, taking instrue*tors from abroad if necessary. 

(4) (lold and silve*r e)ne*e‘ in the eenmtry should if pOvS.sible 
be k(‘pt the're*; but the*y must not be ste)re'el up, but kept in 
eemstaiit circulation. Xor must the*y be inve*st('d in unprofitable 
weirks. 

(5) The inhabitants of a state should seek, in so far as is 
peissible*, to satisfy themselve's with domestic goods and forego 
fore*ign preiehu*ts. 

(0) “Shenild the importation e)f feireign goods be neccvssary, 
the'v sheiuld ne)t be paid feir with gold or silver, but with ex¬ 
change e)f dome'stic goexls.” 

(7) “Such feireagn goexls must be imported in the raw state 
and be workc'd up in the country.” 

(8) In all industry it mu.st be considered how^ surplus goods 
can b(' export('d in finislx'd form for gold and silver, and wdth 
this obj(‘ct try to drive' trade even to the ends of the earth. 

(9) It is not as a rule permissible that goods of which the 
state has a surplus be imported, even if possible to buy the 
foreign gexids for less than the domestic. 

Hornig thought the exclusion of imports easy and simple 
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(p. 125). By this means a market would be guaranteed to the 
domestic producer: ^^When money no longer go(^s to fon^igners 
at least ten millions annually will remain in the land and turn 
to business capital (Verlagscapitalien); and the jissuraneci of tlu' 
market, with the accompanying certainty of profits, will (Mi- 
courage capitalists to loose their cash. The fonagn artifie(»rs 
will be compelled through lack of work and bn^id to conuj to 
the father-land to seek both.’’ 

The restrictions of the gilds received considerahk^ criticism, 
but he does justice to the good order enforcinl l)y tluan. 

Von Hornig’s contcanporary, von SchrocdiM*, (‘nt(M(‘d public 
service in Austria in 1673 to conduct a fatdory {Manufulxiurhaus) 
according to Bechers’ plans, and was lat(‘r court financial coun¬ 
cilor in Hungary. Hc' is notable for his attack upon gild monop¬ 
oly, and his advocacy of tolls, public loans, and th(‘ balaiuM'-of- 
trade idea.^ 

c. Danes’ First Principles: 17n6, — Passing ov(M- tlu' s('V(*ral 
writers mentioncid above, the work of J(yachiin Ch'org Darii's 
must be consideri^d. His First Principles of Kamenil Srietires 
was published in Jena, 1756, about niiuty y(‘ars latiT than 
Bechers’ b(X)k. Shortly Ix'fore this time Fn^dcaick W illiam I 
had become int(^rest(xl in this subj(x*t, and in 1727 Ind foundtal 
chairs of Economic and Kamcralistic ScicauM ^ at IIall(‘ and 
Frankfurt-fm-th(‘-OdcM’.“ This had givcai an iinpuls • to furtluT 
study, in which it is noteworthy that t(‘chn()logy wa> (‘inphaNiz(‘d. 

In his preface Daries (*xpn*sses indebtcaliK'ss to Schnxalcr 
and S(ick(nidorf, and reh'rs to Dithmar, tlx* lattca* being tlxj 
incumbent of the chair established by Fnxliaick W illiam in 
Frankfurt. He proceeds to recite the objections then Ix'ing 

^ Notwendiger Unterricht vom Goldmachen ( 10 tS), I)r Mmn^tn'isufu) (UW»a); 
Furstliche Schatz- u. Retdkamimr (lOSO); lJifsqut.'>dio [nthltrit, mm nhsolutmi 
Fiirstf'n, Schroeder spent considerable time in Mnjrland, and was fiiucli in¬ 
fluenced by English thought. On Schroedor see Erbik, Wdhdm von Schroder. 
(A “Separate” from the reports of the Royal Academy of Sciences in Vienna. 
Vienna, 1910.) 

2 These are often said to he the first profes.sorships of political economy, but if 
they are so to be called the term “political economy” must not lx* given the full 
meaning it now possesses. Gasser was the incumbent of the chair at Halle. 
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made to the* study of Kani(*ralism: it was said to concern things 
which (‘Xp(*ri(*nc(* alone could t(»ach, its subject matter was too 
complex for geiu*ralization, and some thought that only burghers 
or peasants should busy th(‘inselv(‘s about such matters. 

After disposing of th(‘so pr(‘judices, he proceeds to consider 
th(' sourc(*s of annual income', which are of two sorts: one fixed 
and calculable*, the* otheT the re'sult of chance (p. 11). The 
fe)rm('r alone* e*an be ele'alt with scientifically. It consists of 
(1) aptness in applie*atie)n of human pe>wers, (2) acquired goods 
whie*h e*an be* of annual use*. The*so form what he* calls a Fund 
(Fond) or ( apital (!). The*v make* a sure?r soure e* of incemie than 
skill. 

His elefinitiem of the* te*nn ‘‘Capital’^ i.s suggestive: ^‘We take 
it in the* e*e>mmon se*nse‘ to <Ie*signatf‘ that e*arne*el property which 
we ae*e*e‘pt as e*nduring so that it prove.'^ e*ffective annually for 
our use's(p. 15). 

Ne)w, a prine'e* may be* re*garele‘d either tos a man, or as a royal 
perse)nage' e)r .sove're*ign re*ce»iving a renal income. From the 
latte*r vie'wpe)int, “the* capital e)r funel e>f the princeh income is 
the* we'alth e)f the State* and the Mibje'cts.’^ But to obtain this 
ine'emie, the* e*apital of the* Mibje»cts must not be ('ncre)ached upon. 
It is e’emstantly state'd that the we'll-being of sovereign and 
subje'e*t are* inse*parable*. 

Darie's^ elivi>ie>n e)f Kame*rati.sm is intere*sting. Fir^t comes 
Agricultural e>r Rural lM‘e)ne)my, ele'aling with the fe^rces of nature 
and the'ir aelaptation. Here tillage and cattle'-raising are the 
chief subje'cts. Ne'xt he* place's Urban Economy, studying the 
w^ays in which art aids nature in we)rkshops and factories. Then 
comes Pe>lice Si’ie'iice* or Pe)lity (Policei). Here such matters as 
populatie)!!, ('due*atie)n, e*are' e)f the iXK)r, and stimulation of in¬ 
dustry are tre'ate'd, in short, all arrange'inents e)f the state for 
incre'asing the* annual inceane of the* citizens. Finally there is 
Royal Ece)nomy, which conci'rns the income of the prince, and 
is Kameralism proper. 

Polity or gene'ral police power (Policei) is cle'arly distinguished 
from religion and law. It deals with wealth. In so far as justice 
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and religion aim at preventing poverty or increasing wealth, 
they belong with polity. The laws of polity must not contradict 
moral laws; thej'' must determine only how morally-pt'rmissible 
things can be directed to increase the wealth of the state. By 
nature, men are free to do anything in accord with reason; but 
policy may restrict and limit this liberty. 

‘‘A regular polity makes good, and consequently rich, sub¬ 
jects, good and rich subjects make rich and powerful Princes'' 
(p. 394). 

In his chapter on town economy Darios mak(\s an analysis of 
costs which is most interesting. The producer should inv('stigat(^ 
these carefulty and see that allowance is madt' for (1) raw ma¬ 
terials, (2) interest on the value of such materials till th(‘ finislu'd 
good is sold, (3) the price of tools, and (4) their interest and 
depreciation, (5) labor, (6) interest on wag(\s, (7) intcu'est on 
buildings used, and (8) expenses of marketing, accounting, et(*. 
When these items are established as a capital and the price 
received for the product replaces this capital with inter(‘st, the 
business is carried on with profit (p. 233). 

On the whole, he subscribes to the doctrines of Hornig, hut 
is much more liberal. He does not believi^ that gold and silvcT 
should never be exported, his rule being lh(‘ following; “The 
export of gold and silver is only to be obstructed to th(‘ (\xt(‘nt 
that it does not work to the gwd of the state. It is, on tlu‘ con¬ 
trary, an evidence of political shrewdness to give fonagiu^s 
gold and silver if it is possible by this to furth(‘r tlu' well-Ixang 
of the State" (p. 531). And he oppos(\s restriction of track*; for 
it would be bettor to seek how to dirc'ct the* production of the* 
nation into the most profitable industries. As to the* d(*sirability 
of always exchanging goods for precious metals, lu* r(*marks that 
circumstances exist under which the mere exchange of goods 
for goods is more advantageous. One country has especial 
advantage for one industry, another for a different one. By 
exchange of their respective products both profit (p. 536). 

On the point of population he was an orthodox Mercantilist. 
^^All industries which provide means for nourishing more sub- 
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jects in a country an* useful to A dense population is all 
but nia(l(* the source of the* wealth of the state. It is not to be 
feared. If order prevails (l(*nsity of population increases the fcx>d 
supply and trader and the income? of the prince; and it is im¬ 
portant for d(‘f(*nse. 

'FIk* fon'i^oinj^ is all drawn from Darievs' chapters on Agricul¬ 
tural, Town, and P()li(*(? Kconomics, the greater part of which 
is giv(‘n to seini-t(‘chnological topics, such as beer-brewing, linen 
manufactur(*s, tillage, and eattl(‘-raising. 

He conelud(*s with a book on the* re*al or proix?r Kameral 
affairs, in which he* elise-u»e‘s the income* and exp(*nditures of 
the prine-e*, laying elown nile^s for administering thean. Chapters 
e)n Deanains and He'galia, or re*gal rights, are include*d. 

3. Justi’s Political Economy. — 1'he work e>f Justi, entitled 
Political KcotiomHy or .1 Systematic Treatise on all Economic and 
Kameral Sciences ‘ (175.5), may be re*garele'd as the climax of 
pure* Kameralisin. In it the* gre*at mass e)f Kanieralistic doctrines 
was summed up anel organiz(*d. The‘re* is little that is new, 
howe*ve*r, save* the* analysis anel clas.sifications. 

In the* first place* seane furthe‘r iel<*a may Ik* gaiiu?d from Justi 
cone‘e*rnmg the* classification of the .sui)je*e*t matter. Ecemomic 
scie*ne*e, he state*s, de‘als with the* mamte*nance and increase of 
the me*an.s of private* jx'rsons; Kameral science tlex?s the same 
fe)r ge)ve‘rnments. Hut Kame*ralism pro|H*r is administrative in 
nature*; fea* the* busine'ss of the rule*r is twofold, embracing Ix?- 
siel(‘s pe)lity and e*cone)my -which maintain ejr incre^ist* the 
me*ans of the* state - Kame*ralism, which se*i*ks to administer 
the\s(* me‘ans .so as te) pre)me)te* the* gemeral wedl-ln'ing. The latter, 
in a w’ord, eU*als with the* prine*e*’.s revenue, its disbursement, 
and the e)rganizatie)n and administratiem of his political bu.siness. 
One* gre‘at brane*h of study is Oekonomie, which might inter- 
pre*t(*d as aehninistrative* (*conomie*s. Under it fall (1) Manage- 
me*nt (e)r private* e(*onomics), (2) l\)lice, de'aling with the conduct 
and sust(‘nane’e of the ix?ople, and (3) Kameralisin and finance, 

^ Staat.stnrtsrhn/t, odtr syntntuUisi'he AhhantUuno alltr Ot konomi^chrn und 
('atm ral-\ylust nschaftt n, dif zur /Of/itruno rints iMndes erforderi wtrden. See 
Monroe (Kd.), Early Economic Thought, j>p. 
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which take up the methods and materials of commerce, and 
measures for promoting it. 

The three great essentials to a flourishing state are freedom, 
safety of property rights, and a prosperous industry. For in¬ 
creasing the wealth of a state, these means exist: increiusing 
population, foreign trade, and mining. Justi says that with 
good government and prosperous industry no limit should Im) 
placed to the increase of population, a statemc'nt which, in its 
assumption, begs the question as later raised by Malt bus. 
Though he lays great emphasis upon commerce and his balancc- 
of-trade idea is pretty narrowly Mercantilistic, he does not 
overlook the importance of agriculture.* This was, in part, 
however, with the idea of procuring cheap food and low wages 
for laborers. 

Justi is extremely inconsistent in dealing with the nature 
and increase of wealth, some juster ideas being mingled with 
the old errors.* Thus, at one jwint, he says that a land might 
be rich even if it had no gold and silver, and th'fiiies wealth 
as the supply of the comforts and nece.ssaries of life. But again 
we are told that gold and silver are iiec(\ssary for ('xchange, 
and so a land is not rich without them. And, finally, he st(>ps 
over into statements that wealth equals the supply of money. 

It is clearly pointed out that the interests of the merchants 
are to be distinguished from those of the govcrumtait, their 
gain not always coinciding with the public welfare, though it 
may do so. 

One of the most notable points in Justi’s book is his body 
of rules for levying taxes. Briefly they are as follows: * — 

(1) Taxes should be so levied that they will la; paid willingly. 

(2) They must not restrict industry and commesree by inter¬ 
fering with freedom of conduct, credit, etc. 

(3) They must be levied with relative equality. 

* It is interesting to note that he refers to Vauban in another eonnection. Vau- 

ban, a French writer, thought agricultural labor most important. See liclow 
p. 173. * 

^ StacUswirtscha/t, I, pp. 152-155 (2d ed.). 

* Staatswirtsekaft, II, pp. 309 ff. 
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(4) TIk'y should lx; sure and tnu', falling upon such objects 
as <*nal)l(; a certain and honest collection. 

(5) They should lx* levHxl on such ol)j(M*ts as will jx^rmit the 
least nurnlxT of coll(‘ctors^ officx^s, and officials. 

(6) Th(‘y should lx? so h?vi<‘d as to amount and time of pay¬ 
ment as to lx» most convenient for the subject. 

Justi, in tlx' third ruh‘, considers both the IxHU'fit received 
from tlx' goviTurnent and the ability of the .subject to pay. In 
this classification h(» anticipates to no small degrexi the famous 
canons of taxation laid down by Adam Smith.* 

4. Regalian Rights. In order to understand the foregoing 
r(4(a’(Mices to n^galian and domainal rights, and, iiuhxxl, a con- 
sid(*ral)le part of Kam(‘ralistie writing, it Ls ess(»ntial to grasp 
tlu* significanc(‘ of r(‘galian or regal rights in comux'tion with 
th(‘ (‘Volution of (‘conomic thought. To the KanuTalists such 
rights m(‘ant no It^gal th<‘ory, nor a m(*n‘ly political struggle 
lx‘tw<‘(‘n sov(‘r<‘ign and po|X‘ or va.Nsd, but th(‘ source of revenue. 
Th<‘ r(‘galian ([iK'stion, which r(‘ached its height in G(‘rmany in 
the .s('V(‘nt(‘enth century, owed its significance* largely to the 
backwardix’ss of taxation and tlx* taxation id(‘a at a time when 
stat(‘s ix‘('d(*d more revenue. D(‘|K‘nd(‘nce on the in(*ome from 
royal domains was no long(‘r possible. Some middle source of 
n*V(‘nue must lx* found, lli'iux* tlx‘re was a tendency to expand 
fiscal policies by ( xtending the nuinlxT and .sco|Hi of royal 
privil(‘g(*s. 

Ro.scher distingui.'^hes four groups.- First, the various feudal 
aids and duti(‘s were (‘X|)loited. Thus knight service might lx? 
escajxMl by a paynx‘nt; largt* amounts were demanded when 
land was sold; and when trav(‘ling tlx* king liv(*d uix>n his jx*ople 
through rights of ])urv<*yanc(* and imnauption. S(*condly, there 
wius a group analogous to domainal rights. For example, all 
projx'ity without an owix*r might revert to the king; buried 
treasure and the pro|x'rty of deceased aliens were his; etc. Then 

* Below, I). 22S. 

^ (!• schichte thr SntvtunUikonomik in Dt'utsrhiafui, p. 159. Thcao are not of 
fundainentul import aiiee. but are useful as giving a summary idea of the scope of 
regalian rights. 
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another source of revenue lay in the political activity of the 
sovereign: he shared in war booty, sold offices and protection, 
and received fines and confiscated property. Lastly, th<^ state? 
conducted directly or indirectly certain industrial enterprise's, 
especially new trades, and industries in new lauels. So it was 
with the post, lotteries, mining e)f precious metals, anel e*ertain 
branches of foreign trade. In this last case, and in the' tliird, 
too, political objects may have been partly in minel. Altoge'the'r 
as many as four hundred regalian rights were sometiine\s dis¬ 
tinguished. ^ 

Now this mass of sovereign rights was rather chaotic anel ill- 
defined. In keeping with the Kamerali'^Us confusion of political, 
financial, and general economic matters, re'galian rights appe'ar 
to have been regarded as a sort of mieldlo gre)und Ix'twe'e'ii do¬ 
mainal revenue on the one hand, and taxatieai pr()p(‘r on the' 
other, and came to include an unanalyzed mass of tolls, dutie*s, 
aids, and taxes which did not seem to them to fall unde'r e*ithe*r 
of the other heads. 

It has been suggested that this is a normal stag(‘ Ix'twe'e'ii 
what from a fiscal point of view may be? called domainal and 
tax economies.^ On the political sielc this stage* ce)rr( sponds 
to a transition period between feudalism and absolutism, its 
later phases being characterized by an extension of the pre*- 
rogatives of the crown and the decay of the* old nobility, wliile* 
systems of taxation authorized by class or mass had not ye*! 
been established. 

It remains to be noted that some of the lat(*r Kameralisls 
took steps toward an analysis and delimitation of regalian riglits. 

^ In England Blackstone divided r galian rights into two gnmp** mnjorn 
regalia, which embrace the prerogatives that (‘oncerii the political character, 
the dignity, and regal power of the sovereign; and minoni ntjalia, which concern 
the regal revenue. He tells u.s that the English kings had been shorn of much 
of their revenues, having granted them away to subjects, yet he <lisfinguishes 
eighteen varieties, such as the revenue from bishoprics, rights of pur\eyanc<«, 
rights of royal fish (whale and sturgeon), forfeiture and escheat, etc. 'I'licsc are 
the “proper patrimony of the crown,“ though English kings were largely depend¬ 
ent upon extraordinary revenue. (Blackstone’s Commentaries, Bk. I, c;haps. 7 
and 8.) 

* Roscher, Gcsch. d. Nalional6konomik, p. 158. 
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Justi dassifKMl thorn four lioads, as concerning highways, 

water, forests, and suh-surfaco w’(‘alth; whilt? S(jnnenfels went 
furthca* and cut down the oxOait of those* rights considered as 
fiscal (h'vicfs hy placing niinc*, salt, and tobacco n*galia under 
taxation, and classing otlu*rs Jis aids to Polizei or police pow(;r. 
Ran, how(*v<‘r, clung to tlu; old chissification. 

This t(*ndcncy, though the sourcci of considerable contention 
in its details, is in geaieral logically necessary. The regalian 
rights lost th(‘ii* significance with tlie limitation of ro^^al pre¬ 
rogative's and the* greiwth of taxation. All that was loft fell 
le)gie*ally e'lthe-r unele'r taxation, or under tolls and didies im- 
pose*el fe)r the* e'e)ntre)l eif e‘e)nsumption anel the* like*. 

5. Kameralism and Mercantilism; Summary. Kameralism 
might be* de‘fine*d as (leTinan Mt*re*antili<m.^ Like* .Mercantilism, 
it is elilfie'iilt to eledine* e*e)mpr(‘he‘nsively as a body of thought. 
This inueh must be* stre'sse*el: it was more* than English Mer- 
e'antihsin. The* re*|)re*se*ntative*s e)f be)th groups made* much of 
ge)Vernine*nt le gulat ie)n, placing a naive* e*e>nfide*nce* in the*e*ffica(*y 
of laws. 'larifTs anel ta\e*s figure*el pre)mnie*ntly. Both r(‘garded 
the pree*ie)u> ine*tals as the* me»st elesiral)le* fe)rm of we*alth, em- 
|)hasi/.mg th<*ir eli^t me t ne ss. Both we‘re animate'd by inte*rmi- 
tie)nal rivalry, and be)tli pre‘ae*he*d de*nse population, frugality, 
anel se*lf-sufhe*ie*ncy. But the*re* the mam j)omts of similarity 
begin te) cease*. 

notable* elitTe*re*ne*e* in the form and se'oiH* of the WTitings 
whie'h e*e)ntain the* vie*ws of the* two gre>U])s strike's one* at a 
glanee*. The* English .Me*re*antilists we*re pam|)hle‘te‘e*rs, writers 
e)f she>rt trae*ts, ne)t,ve*ry e*ompre*he*nsive. The (h*rman writers 
se*t fe)rth the*ir doe*trine*s in bulky vedume's, de*aling with all 
pha.se*s e)f the'ir te»pie* as the*y e*e)ne*eive*el it, and with much show 
e)f le)gie*al sub-elivisiein and arrange*ment. Tlu'y were pre)fe*ssors 
e)f law, finane*e* cenme’ilors, anel the like. 

The* (fe*rman weirks, toe), form part of a more connected body 
of theiught. With the*ir re)ots in mi'dieval tre*atise\s and Reiman 

• UiMiH'tnlxTiiiK thiit Mrn'Hnfilisiii must not !h' too narrowly confintH! to cor- 
tain uloiui (‘on(’orniii»( halainv of tnuie ainl ostimatiun of money. 
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jurisprudence,' the fruit of more modern German economics is 
in part theirs; for Kameralism, unlike Mercantilism, (existed as 
such into the nineteenth century. 

The Kameralists, with a few exceptions, were relativc'ly less 
concerned with foreign relations, commerce, and tlu' balance-of- 
trade idea than their more maritime neighbors in England and 
France. They made more of internal or domestic industry,^ and 
to this end incorporated in their writings books or chaptei*s 
dealing with the technology of agriculture, grazing, iniiu's, and 
forests, and the various branches of manufactun\ Thes(' sub¬ 
jects received little attention from the lOnglish Mercantilists. 

This last difference is to a considerable ext(‘nt IIk' ('xpn'ssion 
of different origins and objects. Kameralism Ix'gan with the 
desire for efficient administration of the domains and regalian 
rights of the sovereign; and it retained the stamp of its Ix*- 
ginning to the end. Kameralism embraced many things, but 
its proper part was ever the maintenance', incr(‘aM‘, and <‘x- 
penditure of the princess income, by which was ine'ant the 
revenue of the state. As in the case of English M(‘rcantilism, 
the interests of state and individual were* )wt assum(*d to lx* in 
harmony. The German state, however, was sonu'what dilh'ixait 
from the English state in the absolute nature* of its prince‘^s 
rule, so that politically Kameralism is more* like C\)lbertism 
than English Mercantilism. 

Moreover, the wasting and depopulation of town and country 
caused an unusual emphasis to be placenl upon population; 
while the exhaustion of treasuries meant an equal atte*ntie)n to 
fiscal devices. 

There is some difference of opinion as to the m(‘rits of the 
Kameralistic ideas about population. While the needs of tlndr 
country were such as to make a problem different from that 
which later confronted Malthus, and while their qualification 

^ Bornitz, for example, constantly cites the Corpus Juris. Sockondorf’s Ih r 
teutsche FurstenstacU appears to be the first book (1055) on politic al economy 
written in German, the other Kameralists usin^ Latin. 

2 Even of Ilornij;, Oncken says. “One st*e3 that this German Mercantilism haa 
its climax not in foreign trade but in domestic." 
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that order and good gov<?rnment must prevail should l)e re- 
m(‘rnlM‘r(Hl, y(‘t it must lx* eoneluded that they ofUui stated the 
beiK'fits to Ik* (^xpect<*d from an increase* in population too al> 
solut(*ly. At points tlien^ sesims to lx; a kind of optimism in 
th(*ir thinking. Th(‘y were prone to assume that the other 
factors would d(*v(‘lop in proportion. Sometimes, too, popula¬ 
tion was thought of almost as an end, — now for military pur- 
pos(*s, now as an economic lK»nefit. The; chief criticism, after 
all, is tliat th(*y <li(l not go far enough in their thought, the re¬ 
sult lM‘ing a short-time policy rather than a general theory. 
H('r(‘, jis elsewlu*r(*, wc; may judge; leniently, but rememix;ring 
that this is doiK* not so much Ix'causc* th(*se early thinkers had 
th(* truth as Ixaause they were early thinkers, and so our stand¬ 
ard itself may lx* nuxlified.' 

"rh(‘ iin|X)rtanc(‘ of a knowledge* of KarneralLsm to an under¬ 
standing of (J<*rman <*<‘onomics remaiius to lx* olxse^rved. With¬ 
out its jXM'uliar background of Kamerahrmemchaft German 
th(*ory would probably have lx*e‘n otlu*r than it Ls. One of the 
most obvious efTc'cts of Kameralism ap|x*ars in the division of 
the .science into gen(*ral and sjx*cial <*conomics, and finance; 
and in the emphasis on the* te*(;hnical and financial as{X'cts. 
Again, the* e*arly pre*vale*n<*e* of a distinction ^‘twwn public and 
private* inte*rests, and the gene*ral re*ce)gnition of the im|X)rtance 
of legal advantage*s, s|x*cial privile*ges, business arrangements, 
etc., and also e)f cre»dit, may lx; traced to Kameralism. One 
cannot but lx* struck, tex), with the similarity lK*twe<*n the ideas 
of the* Kame*rallst l)arie*s and the eoone)mist Hermann concern¬ 
ing capital. In the'se* and othe'r wavs, (lerman economics was 
affe*ct(;d by its ix'culiar heritage. 

* I woulU ixKTvc with Pri)feH»<^r SmjUI when he say* that the Kameralistic klea* 
have Um'ii iiUHn'pretM'ntiHi. Alm> in hi* statement that “ they tJitl not qualify their 
Mtuternent.M alMiut population tpiite a* carefully as men must who have in mind 
the .Malthu.Hiun chapter in economic tlu^ory.** But it does not seem to me correct 
to May as he dcH'S that ^the cameralists knew as well as nuxlern economists do 
that then* uas a limit Ix'yond which more mouths could not be fed. . . . Sub¬ 
stantially . . . they held tenable views of the subject as far as they went." 
{The p. 16.) 




C. THE KVOr.l'TIOX OF ECONOMICS 
AS A SCIENCE 



I. THE FOUNDERS 

To one who turns from nwJing a mo(lr*rn treatise on econom¬ 
ics, wh(‘th(T it be Mill’s Principlen of Political Economy or the 
works of Hohrn Baw(‘rk or Marshall, and takes up the various 
writings which luiv(‘ l)e(*n dealt with in the foregoing pages, a 
gr(*at developiiKMit is evident. Heretofore, economic thoughts 
have been gleaned mostly from lxH)ks on religion, |X)litics, or 
jurisprud(‘nce. At most, the sources have rather spcjradic 
pamphl(»ts or essays, or tr(»atis(\s upon jxilitical and technical 
matters. Probably it would l)e misleading to say that these 
thoughts wen* unclassifi(*d or unsystematic*. Some writings of 
Aristotle*, for illustration, wc're truly sci(*ntific. In the works 
of the Homan jurists and mc‘di(*val scholastics, economic ideas 
wen* fitted into organizc‘d bodi(‘s of thought. The point is that 
they W(*re not distinct. Th<*y formed no separate science, but 
lay inchoate within oth(*r IwKlies of doctrine, — ethics, juris- 
prud(*nc(*, and the* like*. (lenerally they were associated with 
practical C|uestions of jxilicy. 

'lo found the* science* of economics, then, it was necessary 
te) .^e*ve*r the*<e* se*atten*d (*e*onomic ide*as and bring them together 
in a .M*parate* syste*m of thought. For this step the way had 
be*e*n .somewhat prepare*d, esp<*cially by the Mercantilists and 
Kame*ralists, who made e*()nsid(*rable progress in giving eco¬ 
nomic ide*as s(*parate attention. It wiis not until the middle of 
the* eighte*e‘nth ce*ntury, however, that Kconomics was really 
founded as a .scie*n(*e. To recount the circumstances under 
which this de*vel()pment w.as achievcxl and sketch the main 
fe*ature*s e)f the* new scie*nc(*, is the obje'ct of the two following 
chapt(*rs, which deal with The Founders. 
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THE PHYSIOCRATS AND THE REVOLUTION IN 
SOCIAL PHILOSOPHY 

About the iiuddlc of the cciitury a group of French 

thinkers evolved a syst(‘in of economic thought which forms 
one of the important roots of the modern science. One of their 
numlier styled that sy.sti'in “Phy.docratie,” and ever since 
these men have been known a^; the Physiocrats. 'I'hc (Ircek 
words 0iVis and Kparos signify the rule of nature, the 'Vstera 
of thought now under consideration being based ui)on !i belief 
in th(> e.vistence of natural law> which mu-t be followed if men 
are to gam their highest well-being. This 'Vstein was also 
known as the .\gricultiiral System, and is .<0 called by .\dam 
Smith, riie Physiocrat' liked best to call thcm.'elves “'I’lu* 
Kconomists” (Lrs Kmndintsti's)., 

The leading Phv'iocrats wen' allihated with a .'chool of 
philo.sophers, who, while dilTi-ring on many |>oint', wi-re gen¬ 
erally agreed in holding that all thing' are part of an intiT- 
cotmected .'V'tem, proceeding from a eommim cau'i' and gov¬ 
erned by laws which are capable of human compn>hen'ion. 
'I'ln-'e thinkers nion* or le.'S consciuii'ly wre-tled with the 
problem of reconciling mind and matter, and found their eash'st 
point of attack to lie in thi' a.'.'Umption of .'onie supernatural 
power. 'I'liey were prone to appeal to "Nature” or " Divinity’" 
as a means to bridging tin* .'ceming gulf between the ideal and 
the material. 

Accordingly, inasmuch as they a.'.sunu'd the ultimate eau.sp, 
they did not .stop to e.'t.ablish by rc'careh their premi'Cs, but 
rapidly di'dueed such a eonneeted serit's of doctrines eoncv'rning 
.social life and industrial organization, that they may be eallinl 
the founders of the first .system of political economy. They 
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regarded the ‘‘social order— note the phrase — as paralleling 
the physical order, and as being similarly subject to uniformities, 
or laws. They endeavored to include all the social phenomena 
connected with the production of wealth, embracing in their 
economics laborers, manufacturers, merchants, farmers or agri¬ 
cultural entrepreneurs, owners of large estates, and sovereigns. 
Thus the new teaching, whatever its faults, was much more 
comprehensive and systematic than Mercantilism, which was but 
fragmentary and emphasized foreign trade in a narrow fashion. 

It should be noted at the outset that the Physiocrats, in 
view of the industrial situation which confronted them in 
France, — and perhaps their own interests as landowners — 
turned their attention largely toward agriculture, and regard(‘d 
taxation as their chief practical problem. 

The Forerunners of the Physiocrats. — Mercantilism hjis 
been described as embracing the group of economic and politit»al 
doctrines which prevailed among the statesmen and politi(*al 
writers of the sixteenth and seventeenth centuri(*s. It ludd 
sway on into the eighteenth century; but toward the end of 
the seventeenth protests agaimst the extreme doctrines of that 
system had begun to be uttered even in its stronghold, I^ngland.^ 
It is little wonder, then, that in France, a country more easily 
led into revolt, the abuses which attended and followed C'ollxTt's 
regime soon brought on a violently negati\^(* economics. Physioc¬ 
racy, though it meant much more — and had several motives — 
might also be defined as the revolt of the French against Mer¬ 
cantilism. This revolt, however, did not break out in any 
organized way until the middle of the eighteenth century, and 
a word should be said about the economic thought which 
intervened, — about the forerunners of the Physiocrats. 

Melon (Essai politique sur le commerce, 1734), although in 
the last analysis a Mercantilist, was full of contradictions, and 
may be regarded as a transitional writer. He believed, however, 
that necessaries of life are of more importance than gold, and 
reacted somewhat against paternalism and monopoly. 

* By Barbon, Child, Locke, and others. See above, pp. 122 f., 12S, 1.33 f. 
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The first economic theorist of note to 1 k‘ produced by France, 
however, was Pi(»rre Hoisj^uillelxTt. Although an unsystematic 
writer, Boisguill(‘l)ert in his thought on many pcjints sei*ms to 
foreshadow the lat(T sch(X>l. He was a cont(*inporary of Col¬ 
bert's, and his work was stimulated by th(i misery which fol¬ 
lowed the financial abuses of I^niis XIV's n‘ign. Tax reform, 
then, was the burden of his first lxK)k,* e(iuality in distribution 
and abolition of export duties on grain b(*ing th(* chic‘f demands. 
Two essays werci lat<‘r added, one a Treatise on (train and the 
oth(T a Dissertation upon the Nature of Wealth. They tn^aterl 
land as the chi(‘f source of wealth and were writtt^n in the 
interest of the landed classes, containing arguinr^nts in favcjr 
of high prices for grain. In them he rc*fers to Holland, H(*nry IV, 
and Sully,- praising the latter at the expense of ('ollxTt. (^uite 
significant was his attack upon the overvaluation of pr(‘cif)us 
medals: w(*alth to him consisted rath(*r in the supply of n(‘ces- 
sary and convenient things which .<ati>fy man’s many diffcnsit 
wants. Such wealth se<*m<‘d to d(*ix*nd, not uix>n political 
tx)licy, but u|X)n a natural harmony of industry. 

(’ontemporaneously with Boi.^guillebert anotln*r Frenchman 
was driv(*n by tin* s.am(‘ unhappy industrial >tate of his country 
to think similar thoughts. In 1707 Marshall Vauban published 
his Project for a Royal Tythe. Ih* dcscribeil th(' wretchcxl coiuli- 
tion of tin* p<'asants, which lu*, ten), attribut(‘d larg(»ly to 
imxiuality in taxation. His project includtHl a direct tax of 
oru* t(Mith of the prodind of agriculture. H(‘ would havc^ per¬ 
mitted domainal revenue.s, .some customs duties, and a few 
duti(‘s on consumption, but on the whole may be regariliHl as a 
pioneer of a simple .system of direct taxation in which a heavy 
tax on land revtaiues was an important part. Vauban (*on- 
sid(Ted labor as th(' foundation of wealth; and of all lalx)r, that 
in agriculture setaiK'd most imix>rtant. 

* DHail de la France soua Ir ret/ff^^' nt, this NV:is onhirgtHl hy the aUili- 

tion of the* dissertations on (/rains an<l IftcheHsm and ))ublished :vs Factum de la 
France in 1707. 

* Sully hail said, “ IialM)ura(i:o ot pastiiraKe snnt Ion deux inarnellos tie r6tat,” — 
tillago and pasturngo art» the two breasts of the state. 
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F^nelon {TH6r}iaque^ 1699) in favoring freedom oi‘ trade 
and emphasizing the character of the people rather than their 
numbers; and Montesquieu {UEsprit des lois, 1748) in holding 
that ‘^natural laws’* obtain in the social world and arguing 
for liberty, are also worthy of mention in making the transition 
from Mercantilism. 

But most noteworthy of all is Richard Cantillon. Indeed, 
his Essay upon the Nature of Commerce in General,^ publislu'd 
in 1755, may justly be called the forerunner of the science of 
political economy, for it is a general treatise and inquires into 
principles. Wealth he defines as being nothing other than the 
comforts and conveniences of life. The earth is the source? or 
material whence wealth is drawn; labor is the? force which pro¬ 
duces it. The great merit of Cantillon’s essay lies in its attempt 
to trace the circulation of wealth. He deals with internal trade 
between town and country, thus taking the sole ('inphasis away 
from foreign commerce. He argues that in a country w'hen* one 
half the population lives in towms, one half the agricultural 
produce must be consumed by the urban dwellers; and pro(*('eds 
to discuss the distribution of that produce b(»twTen Iandown(*rs 
and farmers, and to analyze the expenses of th(? latt(‘r. C'an- 
tillon also discusses value and price, following P('tty in basing 
them upon the amount of labor and land which contribute to 
produce the thing under consideration; but he goes on to n^luce 
the value of labor to the produce of land requin'd for tlu? su|)- 
port of the laboring population. His manuscript work was 
circulated in France and must be accounted an important 
factor in shaping the thought of the Physiocrats. 

Of all the preceding men it may be said that, while they were 
to a greater or less extent opposed to Mercantilism, th(‘y w(»re 
limited by it, and they founded no opposing system of economic 
thought. Cantillon comes nearest; but he seems to have held 
Mercantilistic ideas concerning the balance of trade, and, as a 

^ See reprint for Harvard University, G. H. Kllis, Boston, 1802. Originally 
written in English, the essay was translated by Cantillon for the use of a French 
friend. 
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linker, his point of view was rather diff(?rent from that of 
the Physiocrats. 

The Forces Which Gave Rise to Physiocracy.' — The con¬ 
dition of France which stimulated th(j writings of Boisguillelxirt 
and Vauban long remained without reform, and is to l>e regarded 
as first among the factoi*s which gavx‘ rise to Physiocracy. 
\Vlu*n on(‘ calls to mind the reigns of Louis XV and I>ouLs XVI, 
during the time which imnuKliatc^ly prc‘ceded the French Rc^vo- 
lution, one rernernlxu's at onc(‘ the main f(‘atur(\s of th(‘ situation. 
Isolds X\' Wiis the bust to exercise without restraint the royal 
pow(‘r in France. H<‘ was th(‘ center about which everything 
else was made to move; outside of liim there was no state. The 
cons(‘(|U(‘nces of th(‘ royal maxim, ‘*L'etat cVst inoi,’' — I am 
the stat(‘, - - W(‘re far more* injurious to France under him than 
und(T the r(^gime of Ix)uis XIV. Court life was degenerate and 
corrupt. It was taken up with pomp, (wtravagance, and de- 
bauctu*ry. The womiai of the court interested the king far 
more than the national ^^elfa^^ 

An (whausted stat<‘ trc'asury and increasing debts were the 
r(*sult of a luxurious and c*\travagant mode of lif<» and unneces¬ 
sary wars. To r(*pl(‘nish th(» treasury, loans were made under 
unfav'orable conditions. Taxes w<»re heavy, and disproportionate 
rates were paid by jx*asants and commons. The nobles and 
cl(*rgy, who owihhI sonu' two thirds of the land, w(*re nearly 
e.xempt from direct ta.xation, while a vari(*ty of taxi^s oppre.ssed 
the lower classes, — duties on goods passing from oiu* ])rovince 
to iHiother, the salt tax, the poll tax, the tithes, etc., not to 
siK‘ak of the services and burdens of the feudal system. But 
th(i woi-st f(*atun» conneet(*d with the taxex was the manner of 
collecting 1h(*m. As one naits a farm with the intention of culti¬ 
vating it so as to draw from the soil all that it can ]K)ssibly 
yi(*ld, men, ealh'd farmers of the revenues, contracted for the 
taxes at a fixed price. All that they collected over and above 
that amount was their own, and so excellently did they under- 

' Weulonwo, mouct nu nt /yhyiiiocrtiii^iue cn Franc€' (Paris, 1910). See alao 
Ware, “The Physiocruta,” Amir. Econ. Hcv., XXI. 007-019. 
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stand how to exploit the people that they scarcely left them 
the necessary means of subsistence, while they themselv'es 
frequently retired with fortunes after a few years. 

Land values were reduced, or kept from rising. TIk^ j)oor 
metayerj after paying the landowner a large share of his produce, 
was heavily taxed on the remainder; while the value of that 
remainder was reduced by duties which restricted markets at 
home and abroad, these restrictions being in sympathy with 
the Mercantilist policy of lowering wages and other (‘xpens(‘s 
of manufacture so as to enable the country to export merchan¬ 
dise. 

In short, France was like a great railway or factory which 
has made no allowance for depreciation or depletion; her ])ro- 
ductive power was impaired and her credit shaken. 

On the other hand, the Mercantilist ])olicy had exhausted 
its resources and had outlived its usefulness. The passing of its 
power in England was evidenced by Cantillon’s Essay^ with its 
emphasis on domestic trade and its tendency to regard the 
landowner as the only independent producer. But in France, 
government supervision kept on in the same old ruts, until it 
came to be recognized by the thoughtful that trade and manu¬ 
factures had been unduly fostered at the exp<aise of agriculture. 

In England an agricultural revolution was being consum¬ 
mated.^ The profitableness of farming on a larg<‘r scale, with 
more capital and rotation of crops, was known to tlu^ Physio¬ 
crats. In fact, Quesnay, their leader, was ixTsonally interest(‘d, 
and applied the new methods on Ills own i‘state. The.se facts 
would further shake the prestige of Mercantilism and turn 
mcn^s thoughts toward the importance of agriculture. More¬ 
over, the emergence of a new commoner class of landowners, 
of whom Quesnay was one, lent the support of a selfish inttjrest 
in land values. 

Finally, there were great subjective forces at work for change 
and progress. The evil state of affairs just described, cou[)led 
as it was with injustice and oppression, would ordinarily have 

^ See Toynl)ee, Industrial Revolution^ Chap. III. 
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given rise to immediate discussion and criticism. UndfT 
Louis XIV, however, this result was pr(tv(‘nt<*d by tlu* wouchuful 
ascendancy of the king and his dazzling military policy; whih* 
his succ(»ssors took thcj most .s<»vere measur(\s to stamp out 
writings hostik? to tlie gov(irnm(‘nt.^ Frencli thought, too, was 
hut Ix'ginning to lm*ak away from th(» shackl(*s of servile 
credulity, first as to religion, then as to politics. Toward the 
middle of the <aglit<;(*nth c<‘ntury, in spite* of oi)pression, thi.s 
emancipation was rapidly <'fF(*ct<*d. Notable chang<‘s had just 
been made? and W(‘re b(*ing made in philosophy. Political 
writcTs W(*re lx*ginning to sjH'culate alx)ut more rational and 
simple laws which would lx* based upon geaieral princij)les of 
justice. The feainent precexling two (*pocli-making revolutions 
,was in men’s ininels, a feTinent tending toward tlu*. emerg(‘nc<‘ 
of th(‘ individual as the cemter of j)hilosophy and politics. It 
has lx*(*n noted in Mont<*s(|uieu. The last remnants of medieval 
credulity w(Te crumbling. Tlu* natural scienc(*s w<*n‘ making 
great strides, and then* was a t(‘nd(‘ncy to apply their metluxls 
to philosophy and social probh*ms, seM*n, for example, in Ilume 
and I)(*scartes. 

lOngland and Knglish thought wen*. ])ractically unknown to 
the France of Louis XIV.' In the two g(*nerations which fol¬ 
lowed that monarch's deatli ‘‘there was hardly a Frenchman 
of eminence who did not either vi.sit Hngland or learn luiglish." ® 
Among tlu*m were Monte.squieu, Ciournay, and Miralx*au. 
The work of Newton was popularized; the ])hiloso])hy of Locke 
lx*cam(j widely accepted; and tlu* thought of Shaftesl>urv and 
Hume worked tvs a subtle leaven. Kv(*n mon* directly to the 
point, sev(*ral Knglish books on economic subjects wen* tnms- 
lated into French, among these being works by (ux*, ('hild, 
Culix*]X'r, and King {liritish Merchant), 

General Outlines of the Physiocratic Political Economy. — 
a. Nature Philosophy. — In order to understand the |X)litical 

* Soo Buckle. History of CivtliteUion, General Introduction, ('hap. XII. 

* Ibul. 

Ubid. 
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economy of the Physiocrats it is necessary to gras|. clearly 
their underlying philosophy. And in the first place come their 
‘‘natural order” and laws of nature. Although there were some 
considerable differences among them, they followed Rousseau 
and the ideas of the time to the extent of believing in an ideal 
order of things, whose arrangements were perfect and whose 
laws were the will of God. This was the ordre nnturel. It stood 
opposed to the ordre pomiiff whose laws are human and whose 
arrangements are the imperfect ones of existing governmcMits, 
in this resembling the distinction made by Thomiis Aquinas 
and ancient philosophers before him. In their teachings they 
sought to expound the principles of the ordre nnturely that 
nation being best governed whose laws, or ordre positify come 
nearest to expressing the constitution of the natural order.* 

The natural order of society, however, is not to l)c confuscHl 
with the “state of nature,” for it is founded upon law and 
property rights. The Physiocrats, therefore, were far from 
adopting the conclusions of Rousseau. Quesnay, who, as will 
appear, was a leader, said that in the state of nature the ordre 
naturel is indeterminate. 

It is easily possible to exaggerate the importance attached 
by the Physiocrats to the divine character of the ordre naturel. 
To be sure, one Physiocratic writer says that “the social order 
{ordre naturel et essential de la societe) is not the work of mail, 
but is, on the contrary, instituted by the Author of all nature 
himself, as all the other branches of the physical order.” ^ But 
that it is not the work of man is to be noted; and above all 
that it is a part of the physical order. Another writer makes 
the following striking statement: “But to discover the causes 
and effects of the diversity of revolutions; to vSearch out the 
simple forces whose action always combined with, and some¬ 
times disguised by, local circumstances, directs all the ojX'ra- 
tions of commerce; to recognize those special and fundamental 
laws, founded in Nature itself, by which all the valiums existing 
in commerce are balanced agaiast each other, and settle at last 

^ Mercier de Riviere, Fj ordre naturel, p. 38. 
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into a fixed value, as bodies left to themselves take their 
place according to their si>ecific gravity — this is to approach 
the subj(jct (of commerce) as a philosopher and a stat(*.s- 
man.” ^ 

Certainly, the significance of the Physiocrats' philosophy in 
leading up to the idea of gcMieral principles or social laws should 
not be overlook(‘d. Th(‘y lx‘lieved that men in society are 
subj(‘ct to natural laws in the same way that the equilibrium 
of nature is maintain(»d l)y physical laws. Th(\se natural laws 
of soci(‘ty an' tlu' conditioiLs upon whi(‘h de|H*nd well-lx'ing. 
As Dupont d(* Nemours put it: In geiuTal, natural laws are the 
conditions (‘ssential, according to which all the phenomena of 
th(‘ world occur. In particular, that ])art of tluj natural law 
which is relative' to man compriM\s the conditioiLs essential to 
th(' assurance* e)f all the* aelvantage*s which the natunil e)rel(*r 
e*an afTe)rel. 'rhe*sej e*e)nelitiexis ‘‘ele*te‘rmine the use; which we' 
e)Ught to make* of enir fae*ultie‘s in order te> lx* able* te) satisfy our 
ne*('ds, te) e*nje)y te) the* fulle*st extent e)ur natural right . . . 
e*te*. In(luene*e‘el by e*e)nte*mpe)rary de'velopments in the natural 
se*ie*ne*e‘s and by the; phile)se)phy of Ix)cke, Descartes, anel Male- 
brane'he*, the* Physie)e*rats first ce)ne*e*ive*el that the production 
anel distril)utie)n e)f ge)e)ds are carrie*d on ace?ording te) fixed 
laws e)f nature*, and the*n atte*mpte'el to de*al with tlie pre>ble‘ms 
e)f distributie)!) much as if the*y we»re problems in ])hysie*s. 

The re*al gi*ne*ral critie*i.sms of this ])art of the* Physiocrats' 
philo.sopliy apjM'ar te) l)e* that (1) the*y did not make e*lear and 
ele'fmite* what the*y me*ant by the*ir loin tiaturellei^ and ordre sindulj 
and (2) in applying tlieir iele*as th(*y fe*ll into an erre)ne'e)us al>- 
se)lutism of the*e)ry. (^ue'siiay in discussing dnyit naturvl merely 
says that justie*e* is a sove‘re*ign rule te) lx* re'e*ognizeel by the light 
of re*ase)n, which dete*rmine's what |x*rtains to one*self and what to 
e)the*r.s; - and Dupont de Ne*mours vaguely adds that the laws of 
the* social orde*r (*mbrace alt the relations of which men are 
capable*, de»(*iding by the evidence of their reciprocal interests 
wiuvt their conduct toward their fellows should Ik* for their welt- 

* Turgot, flloge. 


* 7>roi.< fuiiurd. 
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being.^ There wiis much talk of ‘‘rights^' based upon the in¬ 
herent nature of man. Perhaps because of this lack of clarity 
and definiteness, the Physiocrats were led to put their ideas in a 
very sweeping way, and thus became liable to the charges of 
“absolutism'' in their theories. They were continually referring 
to “immutable" laws; and, by assuming that their theories were 
founded on the nature of things, they made it impossible to nel¬ 
son effectively concerning causes. As already noted, to attempt 
to explain social institutions by saying that they are “natural" 
is but little if any raised above the metaphysical notions of the 
ancients. 

Had the physical sciences, and especially biology, Ix'en more 
highly develojx^d, a different story could doubtless Ix^ told, for 
the Physiocrats clearly saw the interrelation lx*twe(*n the phys¬ 
ical and social worlds, and were inclined to emphasizes material 
factors. But the science of biology was hardly (‘ven in its in¬ 
fancy, and they were dominated by metaphysical conceptions 
concerning innate and eternal ideas, the mind of God, and the 
like. 

Following Locke, the Physiocrats emphasized th(‘ individual 
and individual “rights." Priv'ate property was justified on 
Locke's grounds: it is the expression of individuality, to which 
it is essential. Moreover, they believed that the individual 
should have a large measure of freedom in disposing of his pro|>- 
erty. But it must not be thought that they advocatcxl an un¬ 
limited individualism, for that the rights of each limited the 
rights of the other, was clearly seen.^ The fn^edorn of the foolish 
man must in some instances be restricted by the .stat('. 

The most influential writers among the Physiocrats projHir 
believed that the individual knows his interests lx»st or, in other 
words, that individuals tend to act more in accordance with the 
law of nature than government. The basis of their whole economic 

^ La physiocratie, discourse preliminaire. Note that the sanction is rational_ 

not divine nor metaphysical. 

2 Quesnay said a law of individual action con8iste<l in “do faire son sort, lo 
meilleur qui lui soit possible sans usurpation sur le droit d’autrui.” (Oncken, 
“Quesnay,” in Conrad’s Handworterbuch.) 
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system may he truly said to lie in the principle of self-interest. They 
ussuiiuhI that thii individual caUmhit<‘H advantage's and disad¬ 
vantage's and r('c()gniz(*s tlui nets'ssity of eoojK'rating with his 
f(‘llows,—on tlu'se assumplioiis they hase^d their theory of 
soci(‘ty. 

lle'iice; tla'ir w<*ll-known maxim, laissez faire, laissez passer, 
that is, let things alone*, le‘t them take the'ir eourse. The* only 
funetieai e)f govi'mineait ae*eording to this doctrine is to protect 
life*, lilx'rty, and jjrope'rtyJ Since lil)i*rty and pro|X‘rty spring 
frean the* vt'ry nature* of man anel are ne‘C(‘ssary to his individual- 
iMii, human laws should me*re*ly n*e-ognize*, formulate, and main¬ 
tain them. {'Fhose* wlu) diel not aelopt e)r e*xpr(*ss the principle of 
nelivielual .se'lf-inte*re‘st, mere*!}' iissume*el that the social oreler Is 
governe*d i»y laws, 'hhe'se* must lx* ol).s<*rve*el; the*re*fim*, laissez 
faire. 'I'lius the* let-alone* prine*iple* unite*d both the? materialistic 
rationalists and those* iele*alisiic The'ists whe> l)e*lie*ve<l that Gexl 
rule's the unive‘rs(‘, including e’eamomic life*.) 

I'lie* e’emee'ption eif a gre*at harme)nie)us law of nature carried 
out through indivielual ae*tion is e‘vide*ne*e* of an e*X(*e*e*dingly gre»at 
optimi>m. Iiuhe el, optimism has lH*e*n a marke*d characteristic 
of Kr<*ne’h i*conomics down to this ve*fy elay. We* find Mercier de 
la Riviere* writing “ that it is the* e*.s>e*ne*e* of the* ordre naturel of 
se)e*i<*ty — ^'hy, he* de>e‘s not say - -that the? particular interest 
eif the* inelividual can ne*ve*r elive*rge fre>m the* inte‘rc*st of the 
community as a wliole*, and that tliis is prove'd isir) by the 
gooel e'fTe'cts arising from fre'e'deim e)f industry and commerce. 
Se*lf-mte‘re‘st, lie* says, (‘lUMiuraged by frevdeim, actiwly and |x?r- 
|M*tually j)re*s.st*s e*ach individual to multiply the things wliich 
he* se'lls anel thus to ine*re‘ase» the enjeiyments available* for all. 

With sue*h an unde*rlying .social philosophy the Physiocrats 
sought to fmel the* cause's for the e*(*e)ne)mic evils which afflicted 
France*. The*ir pre*ele'e*e*.s.soi‘s^ the*, financiers, hael Ihx'ii conte*nt 

* Somo of tho PhysioiTats f.-ivons! a immnrrhical form of t^ivornmont i\» the one 
whirh ro\iia nn)»t riusily onfon'e their n'forms, but the <iutie8 of the monarch 
were merely to ie»v‘* elTiM’t to natural Ijiw. They wen* lulvcK'ates of what ia known 
08 “enliiehteneil absoIutiHin." 

* L'ordn noturt.t, l.xst ehnpter. 
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to experiment with taxation and money; “The Keonornists/* 
however, found a critical symptom in the poverty of the jK'oph^, 
as is indicated in their celebrated maxim, ‘‘poor peasants, poor 
kingdom; poor kingdom, poor king.” 

b. The Produit Net; the Physiocrats^ Ideas on Surplus. — But 
the peasants' poverty meant a lack of prosperity for the agricul¬ 
tural classes and this, together with their nature philosophy, 
the influence of such writings as Cantillon's, their reaction 
against Mercantilism, and perhaps an unconscious bias arising 
from their leader's ownership of land, causc'd tluan to lay great 
stress upon agriculture. Only agriculture, they said, including 
mining, fishing, and other extractive industries, is abh* to in¬ 
crease the wealth of a nation. In agriculture, nature labors 
along with man, by her bounty yielding not only what the agricul¬ 
tural laborer or farmer consumes^ but also a surplus which nourishes 
the other classes of society. The land, or agricultural labor, — 
both ways of putting it are found, — produces rnon‘ than enough 
to satisfy the needs of the laborers in agricult iir(‘, and th(‘ (‘xc(‘ss 
allows commerce and the professions, favoring population and 
animating industry. (Each cultivator was a.ssunad to produccj 
enough for eight persons, comprising his own family ()f four, and 
one family belonging to the manufacturing, comin(‘rcial, or 
proprietary class. Thus the Physiocrats introduced tlu‘ idea of 
a surplus due to the bounty of nature'. 

This unique surplus was called by them the produit net, or net 
product. The basic idea was that lane! pre)due'e*s se) mue*h mate‘- 
rial that the total product suffices not only (1) to support cul¬ 
tivators, artisans, merchants, etc., and replaces builelings, te)e>ls, 
etc., but also (2) to yield a surplus for land ownea-s and the> 
sovereign. This idea was developed so as to be soine'what similar 
to the rent doctrine of the Clas.sical EconeHnists,^ as the^ net 
product was sometimes regarded as the valiuj of that j)art ()f 
the total produce of (‘xtractive industry which remaiiK'd after 
deducting the wages of the labor, and tlu.' replacement charges 

^ CEuvres dc Qarsnay (cd. Oncken), Tableau, p. 320. 

2 See below, pp. 204 f. 
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and inten\st of th(‘ capital which h(‘Ip(‘d produce it. It was no 
small contribution to the d(‘V<‘lopnH‘nt of (economic analysis 
that th(‘ Physiocrats inad(* in bringinf^ out the two facts, first, 
that the ndurn to land differs (*ss(»ntially from th(‘ return to 
oth(T productiv(‘ aKcnci(\s, and, second, that the? return to land 
is sonu'thin^ in (‘xcess of cost (includinjj; profits). 

(j)mm(aT(? and manufactures wvre regarded as non-produc- 
tiv(*. They (*nhanc(‘ the valuci of tint raw materials which form 
th(‘ basis for tla* produii net, but only enoui^h to pay for tlu? labor 
and capital us<*d in tlu* process. Thus if a carpentrT mak(‘S a 
chair from a pic‘c<* of lumlH*r, the whole difference b(*t\\(*en the 
valiKi of tli(‘ chair and that of the IuiiiIkt is the compen>ation of 
tli(‘ carp<*nt(‘r. No surplus n'lnains fin* any one el<e. ‘‘Thci cost 
of comm(‘rc(‘,’' wrote th<? Phvsiocratic h adca*, “although neces¬ 
sary, ought to b(‘ r(‘gard<*d as a burdf‘nsome (‘\|H‘nsf* hn aal upon 
the i(‘venu(‘ of tlu* land<*d proprietorsand tlu* Phy>iocrats held 
that a nation which de|M*nds upon manufactures and commerce 
must live off its capital. 

It will lx* obst‘rv(*d at once that this reasoning involves a 
IM'culiar d(*finition of tlu* word “production.” To tlu* Physio¬ 
crats production nu*ant surplus making; that industry is j)ro- 
ductivc whicli /ac/Tu.vc.s the wealth of the nation liy making more 
things than an* consumed in the process. If this definition Ik* 
borne in mind, tlu*ir doctrines are more easily und(*rstood, and 
do not sf*(*m >0 al)surd as wlu*n the ilh)gical att(‘mpt is made to 
aj)ply our d(*finitions to their words. 

But nion* than this, to them production meant stuff making, 
and their surplus meant primarily a material surplus. The 
majority of them tliought, or implied, that by growing wheat a 
man add(*d to the wealth of the nation more than he did by 
making bnaid out of the wheat.^ Only tlu* growing or catching 
or digging uj> of .something sec»med to inrmisc tlie world’s .^tock 
of “r(‘al” wealth. This idea of productivity and the nature of 

* This «l(M'M iwa moan that thoir physics was wrong aiui that they violatc<l tho 
priii(*ipl(' of <‘onfH'rvjition of mattor. Soino rnnh'r iittoramvs might imply ihi!<. 
but thrir nail fault lay in donying a .surplus to manufactures ami oommerco. This 
error is based on faulty psychology rather than bail physics. 
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wealth was in keeping with their nature philosoi)hy, and was an 
expression of their reaction from Mercantilism. They saw lliat 
money was not the most important thing; but they wcMit too far 
in their distinction between natural and artificial w(\‘ilth, aiul in 
the corresponding distinction between the net productiviti(\s of 
those who produced tlie two. 

In accord with the foregoing views, the Physiocrats added to 
their demand for industrial freedom another for an increased 
application of capital to land: by devoting more to agricultun*, 
and by leaving industry free to obey the laws of iiatiin*, both tlu' 
suffering of the people and the deplorable condition of th(‘ i)ubli(* 
finances might be relieved. Thus the nation would ct^ast' to con¬ 
sume its capital unproductively. 

c. Value. — With such a basis for their economics, it is not 
strange that the concept of value played but a littl(‘ part in the 
Physiocratic system. Their attention, after all, was largely ad¬ 
dressed to production. Although Turgot, for exam])l(', treats 
wages and interest to some extent as ^‘shan's’^ in a i)rocess of 
distribution, these are, on the whole, regard(‘d ratluT as costs to 
the producer. (Taxation makes a possibk' (‘Xcc])tion to these' 
statements.) This, coupled with their ix'culiar id(*as about pro¬ 
ductivity, made distribution mean a circulation and division of 
physical products rather than a sharing of value's. MoreoveT, 
the problem of labor vs. capital, and all th(‘ complexities of dis¬ 
tribution in a freer and more advanced industrial re^ginu*, W(‘re 
rudimentary or absent. 

Enough was written, however, to enable* us te) unelerstanel 
fairly well their idea of value, anel to draw se)me' ce)ne*lusie)ns as 
to how they thought value to be d('termine*el. On the* wheile*, the 
Physiocrats did not regard value as inhe'rent in things. W'hih' 
they seem to have coasidered utility as inhere'ut in ge)ejels, the*y 
recognized the difference between utility anel value*, — as e)th(*rs 
had done before them. Goods or utilitie*s (biens) we*re' distin¬ 
guished from wealth (richesses),^ and value in use? (usuclle) was 
differentiated from value in exchange {venale). ''Price*,'' how- 

^ Quesnay, Art. on Hommes, p. 42. 
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ovcT, (loos not appcMir to hav(‘ l)<H*n k(‘pt distinot from tho con- 
cf'pt of “valu(»,” tho two i(l(*as l)(*ing tr(»at(Hl as one: ‘Svhat is 
oallod value is th(‘ prio(»/' ‘ Wc^alth, th(‘y dofinr^d as poss(‘ssing 
oxohango valuer.- Ao(*ordingly, tlu* Physiocrats tended to (*xtig- 
g(*rat(‘ th(‘ importane{‘ of ('xehangc' value*, not both(*ring thc*ir 
h(*ads about intangibh* ‘^p(‘rsonal worths,'' and gliding over tlio 
(‘oinplieations arising from dilT(*n*nt subj(»etiv(* valu(‘S. Or- 
tainly th(*y did not go d(H‘ply into tiu* fore(‘s dete*nnining (*x- 
change* value*s. (ie)e>ds e*xe‘hange»d we‘re* ee)nside*r(Hl of equal value, 
e*ae*h e)ne* be*ing the* inesasure* of the* value e^f the? other. Miralx*au 
wrote*: “/e prix fait tout.** ^ 

The way in which the* Physiocrats thought (‘xehange value, or 
price, d(*te*rniine‘d, is ne)t sej e*le\ar. In general, the*ir “value*" 
was a niarke*t ratie) ejf exe'hange*, and might far e*xe*(*e»d cost e)f 
pre)eluction. Que*snay imd the* le*aeiing Physie)e*rats re*eognize*d a 

prix fonflanirntal/' which the*y appare*»itly re*garele*d as (*stal)- 
lishe*d by e*omi)e*tition and l)ase‘d on ave*rage e*xjM*nse* e>f prexiue- 
tie)n, but (lid not sufliciently e*xplain. He* and his folle)we*rs wort* 
more interested in the* fluctuations of (he “p/7> courant'^ /^market 
])rice*). 'rhis, the‘y said, d('pe*nde*d upon the* “rarit}' or almndanee 
of production, or the* me)re* or le*'NS compe*tition of se*llers and buy- 
e*i*s," * a (le‘manel-anebsui)ply the*ory. (^ue'snay said that the* value 
of e*xchange*able* goexls depe*nds, not u|M)n the* labor e*x}>(*ndi*d to 
e)l)(ain the*m, but u|)on the*e*xte*nt of the* marke*t {ami^ommalion) 
and the numl)(*r e)f those* who desire* it. At the* same* time*, trace's 
of an ide*a e)f a natural pri(*e*, teiward wliie-h ce)mpt*tition t(*nds to 
draw curre*nt price*s, may be* fenmd. How this natural price 
le*v(*l is ele*te*rmiiu*d, how(*ve*r, was imt satisfactorily e*xplaineil. 

liy I.e* Tro.sne* •* the* ge*ne*ral e'.stimation or judgment is e*in- 
phasize*el, and price's are* fixe'd by compe*tition which e'xpre'sses it. 
This ge*n(*ral or common e*stimation is the rt'sult of the co<‘)iH'ra- 

* (^uoHfuiy, .\rt. oti p. 5S. 

* Miralx'au, rurah , Chap. XXI; (Kurnu li*' Qutsrmtf (otl. C^nrken), 

o. 

^ rural**, (’hap. XII. 

* (Kuvrm fli Quntuai/, p HSS. 

^ l)v iifUrrU mtrial (1777); I lain*. I*hyswcraU' 3 , pp. S*.K) ff. 
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tion of several factors, among which are the utility generally 
attributed to a good, the average indispensable costs, dcMuand 
relative to purchasing power, and available supply. 

Turgot, in an incomplete essay, Valcurs ct monnaies^ stale's 
that an isolated individual values goods according to th(‘ir 
utility, but in cases of equal utility he assigns different value's 
according to the ('ffort required to obtain them. In society, 
however, the valuations of the partie's to an e'xe*hange' may ditleT. 
Here the price will lie be'tween the valuations e)f buye'r and 
seller; and, with free compe'tition, each ge'ts a surplus.^ 

The logical analysis suggeste'd by their ide'as would be' this: 
the value of a good is base'd upon its usefulness (utility); a 
manufacturexl article consists of two parts, one' the' original 
material, the other the energy expeuieled in transporting and 
working it up; the value ef the fe)rme'r, being in i)art tlu' gift 
of nature, is determined by the ratio of its supply to the' ele'inanel 
for it, while to this value must be adde'd the subsiste'iice' e)f the)s(' 
who worke'd the article up into the finislu'el form anel inarke'te'el 
it.- The Physiocrats^ whole philosophy of wealth made* a re*(‘e)g- 
nition of the importance of utility essential, and its (*sse*ntiality 
was clearly stated. It is obvious that their surplus, the* prodiui 
net, could not have its value de'termined by cost. It was the* 
gift of nature, and a surplus above eost. 

As productivity was confined to the yielding of raw mate*rials, 
value and productivity could not be coordinate'd e)n any basis 
of cost of production. It might have be'en he*lel that natural 
value was conditioned by the amount e)f rnate'rial ce>ntaine*(l, 
but this would not have explained the value' of richesaes 
the products of manufacture. Utility was common to all, but 
one part of the nation\s sum of exchange values, or wealth, was 

^ This implies a conflict with the Physiocratic idea of a single net produet and 
sterility of all but agriculture. See Kaulla, Entwickdiuifj dtr modtrnru 
theorien, p. 127. 

* A source of confusion in the Physiocratic thought about value, and in onr 
understanrling of their thought, is their distinction between the products of 
agriculture and those of manufacture and trade. Much of their fragiinuitary 
discus.sion of exchange value concerns manufactured articles and covers only the 
addition in value made by working up raw materials. 
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(‘ffc'ctod without cost; another, only [)artly through cost. Half 
consciously, jxThaps, this (lifliculty was pas-scxl over l)y virtually 
limiting the (liscus.sion to inarkc?t valu(*s alon(», dc‘inan(l and 
sui)ply l)(‘ing l(‘ft with little analy.sis. 

Thus it do(‘s not simmu possible^ to say that the* Physiocrats 
n*gardi‘d valu(‘ as iletcTinined bj^ cost.^ They nx'ognizcMl that 
|uic(‘ must cover n(*c(‘ssary costs, but this is far from making a 
“cost th(‘ory’' of value*. Th(»y (‘inpha.sizexl the* annual produc¬ 
tion as a factor, but this wjis b(‘(*au.se‘ it hmit(*d the* ability to 
purchase* anel he*ne‘e* the* drmnnd fe>r goeiels. 

(1. Son'td ('lasses and Srheme of Dislrihntion ; the Tableau 
Eatnauntiue.'V\\e iele*a that e*xtra<‘tive* industries aleine* are* 
“produe'tive*’^ le'cl the* Physie>e‘rats le> e*la'-^ify men into feiur 
grou])s: (Ij the* “ proelue*ti\e* * e-lass e>r e*ulti\ ator*-, who are* e n- 
gage‘d in e*xtrae*tive‘ inelu*>try, e*hie‘fly agneulture*; (2; the* pre>- 
j)ri(‘tors ejr lanel(nvn(‘i*s, some‘time*s e*alle*el disptfndd^ ^ me‘aning 
indep(*nelent or imoeeupii*el, whe) wen* h(‘lel te) be* partly pro- 
elue-tive*; (li) the* noii-pre>elue*tive‘, e*alle*el la (la.^se steide. This 
last gnmp was e*e)nside*re*el te> e*mbrae*e* me*re*hants, arti-^aiis, aiul 
profe*ssie)nal me*n. (4) Finally, anel of little* im|M)rtane*e‘ in 
Physioe-ratie* thought, tlie*re* are* tin* wage* worke*i*s or labe)n*rs. 
The*''!* four elasse s fall inte) twe) groups ae*cordmg to the ir **de*- 
])e‘ne|e*ne*e*; the* first thre*e* are* “inele‘jK*nele*nl’’ and play an 
ae*ti\e* part (ha\ing seaue* (*tipital anel exe'rei^-ing >e)me‘ e‘nte*r- 
prise*); the* wage e'arner, he)We*\e*r, is ele*p<‘nele*nt and pas>ive*. 

The* m(*mbe*|-s e>f the* pre)pne*te)r e*lass we*re* loe)ke‘d upe)n as 
(le‘pe'nele*nt upe)n the* e*ultivate)i-s; anel, a gre^at part e>f the ir e‘X- 
pe*nse‘s be‘ing the)se* of simple* e*e)nsumptie»n, the*y we*re* large‘ly 
sin lie. Hut by natural law the‘y we*re* e*harge*el with the* aelmin- 
istratie)!! anel “re*paration’^ e)f tlie'ir patrime)nie‘s, and e*xpe'n>e*s 
ine*urre*el feir the* e*e)nse*rvation anel impre)ve*me*nt eif the*ir ])re)|>- 
e*rtie*s we*re* re*garde*el as produe*tive'. The* pre)prie*te)r class, the*n, 
is not te) be* e*e)nfe)unde*d with the* pure*ly ste'rile cla.'N'^.*' 

* Sowall, alH)\o citi'tl, aiui DjiM'iiport, Valuf nrul Distn’rifutn (p, 107). to th* 
'‘ontriiry. 

• (KuiTiH <h Qumnay (i*<l. Oiie’ki*n), Tableau, p. ills. 
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Perhaps the chief formal problem in tlu'ory to which the 
Physiocrats addressed themselves was the analysis of tl)(? 
normal circulation of the annual product of (‘xtraetiv(» industry. 
This was practically an elaborate analysiwS of tlu' (wpenditurc's 
of the farming class; for, said they, the land is the ultimate 
source of all >vealth, and the entire i)roduct must ultimately 
return to the hands of the productive class. It is important to 
remember that their object was to asc(‘rtain tiu' natural laws 
W'hose observance would restore France' to opuh'in*!'. 

This problem they attacked as follows. Assuming that agri¬ 
culture yields returns of 100 j)er cent, and that ])r()ductiv(' and 
^^non-productive’’ expenses are equal, they h't the* vahn' of tin* 
year’s harvest be put at .some estimated amount, say 
$250,000,000. Two cla.s.ses are immediately inten^sted in this 
amount: the landowners and the cultivators. Ac(‘ording to the 
normal distribution, $100,000,000 is at once* withdrawn or n*- 
tained in the immediate interest of tin* culti\ators. 'rhis is to 
provide the annual expeiLses for circulating farm (‘apital (aranre.s 
annuelles)j including seed, manure, ri'paii’s on machiiu'rv, wages, 
etc. From it, also, must ultimately Ih' r(*pla(‘(‘(l to the farnn'r 
his original investment in .seeds, machinery, (‘tc. (nvanves primi¬ 
tives). The balance, or $150,000,000, is mark(‘ted, $50,01 )0,0()0 
going to the non-productive class for sucli things as tools and 
clothes, and the remaining $100,000,000 going to tlu' landlord. 
With a deduction for interest on his invest nnait in improvements 
like fences, drains, and buildings {(ironce.s fonciires) this is the 
surplus, or produif net. 

It is upon the circulation of this .surplus (dfpenses du revenu) 
that the prosperity of the natic^i’s industry (lefxauls. It is di.s- 
tributed by the proprietors i^etween cultivators or farnuTs of 
class 1 and the artisans and merchants of class 3, (‘ach chiss 
receiving $50,000,000. That is, the landlord is a.ssuim'd to divide 
his expenses between manufactures, ])rofe.ssional .s(‘rvices, etc. 
on the one hand, and raw materials, lik(i food.stufTs, oii the 
other. Then the arti.sans and others of cla.ss 3 g(‘t th(‘ir rruv 
materials from class 1; and the farmers of class 1 get th(*ir tools 
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jiihI otluT inaiuifaclun'd priwhifts from cliiss 3; with the ii<*t 
n*sult that class 3 r(‘taiiis just ciionj<h to cover costs and noplace 
capital, whiles class 1 produces a surplus for the next year. 


Depenses Productives: 

Circulating capital m extractive 
industry (avances annucllcs 
and primitives), 
$100,000,000 


Total Output 

$250,000,000 (1. 2. and 3) 


, C) 

Depenses Steriles; 


Circulating capital in manufactures 
and commerce. 
$50,000,000 


( 2 ) 

Depenses du Revenue; 


Revenue for Sovereign, land 
and tithe owners, 
$ 100 , 000,000 


/tso.oooooo 


Sums which yield ’ 
replacement and 
Interest for fixed ^ 
capital, subsistence 
and profits of the , 
husbandmen I 


;vinooooo 
$'.0 000 000 



Expenditures of 
proprietors and 
producti.e classes 
for manuiactures 
and services 


SISeOJOUOO { f'jtal n«t pr^.due^) 

IlSOO'iOOOO 


17 V) I WO 000 

Total Output 

Th«‘ Tdhlt'iiH tctmomiqut' ‘ahruliji'ti) 


Oiu* diamamiimtic representation of this scIuuik' was similar 
to th(‘ a<‘coinpan\iup; ahridjinuait. 

3'1h‘ conclusion is that the manufac'luriuK and trading 
class is d(*|)cndcnt upon th(‘ replacement of agricultural capi¬ 
tal; and if iiicrcastul luxury leads to a divtu'sion of part of tlie 
normal (low to (‘lass 1 away from it to class 3, agricultural 
(‘apital will Ih» impaired, and the produit tut of tlu‘ next year 
will suffta'. 

e. ]V(t(jvs and IntrreKt: Population, As to wagt's, the Physio¬ 
crats, lik(» oth(‘r (‘conomic think(Ts of pret'apitalistic days, made 
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little contribution.^ The laborer was supposed to ^(*t just (*n()up;h 
to live on, and the question as to what constifu((‘s (*iiougli to 
live on was not much analyzed. Turgot argu(‘d that inasiinieh 
as the employer w’ill pay as little as possibh' and has his elioiee 
among many laborers, wages are in effect limit(*d to what is 
necessary for the subsistence of the laborer,- including possibly 
some small luxuries and a little saving.® There is no gtauMiil 
theory of population, nor any discussion of the relation of cap¬ 
ital to wages. The assumption of a subsisteiu*!' wag(‘ was in 
accord with the facts in France, and it was made* the “natural’^ 
wage. The question of ethical responsibility was thus removtul, 
and labor’s share” formed no problem. 

It will be observed that this idea of wag(‘s made* th(^ produii 
net a more definite and simple thing to the Physiocrats than it 
could have been, had a problem of wag(‘ detiMinination ('\ist(‘d 
in their minds; their surplus rested upon a subsistiaico basis. 

Though they worked out no theory of population, oin* can 
read between the lines that they thought thc^ produii net would 
raise up consumers for itself, and thus insure its own vahu*, so 
to speak. ^ 

This was thought to be advantageous. Thus Mirabeau in his 
Eref Hat says that the advantage of coinnu*rc(' is that it giv(‘s 
subsistence for men and the greatest numlxa* of men; improv(‘- 
ment in machinery need not be f(‘ared, for th(*n‘ will id ways 
be more labor than laborers. Others saw tlH‘ possibility of ov<‘r- 
popiilation, although not f(*aring it: ‘'As it is in the physicjil 
order that men thus united in s(>ci(»ty multiply })roniptly, by a 
natural and necessary parallel to that multi|)li(*jition they are 
reduced to lack the means of sub.si.stencci if they do not, iit th(» 
same time, multiply those means of cultivation.” ® The multi¬ 
plication of man was assumed to be a part of the natural ordiT 

‘ Cf. Picard, “t'^tude sur quelqucs theories du Hiilairc au XVlIl® siocle,” 
Rev. (VhUt. des duct, tcon.^ 1910, pp. 15S f. 

* Reflexions, 56. 

^ CiiKjuiemr lettre sur le commerce des grains. 

< C’f. e.g., Turgot, Septitme lettre sur le commerce den grainn (1770) (ed. Guil- 
lamin), pp. 214 flf. Turgot comes near to a theory of population. 

^ Mercier de la Riviere, L’ordre naturel, p. 448. 
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aiul was r(‘^ar(l<*cl with optimism, a viow which wjls 

possible ill I'nmei* at that time*. 

In the matter of capital and inten‘st, more important con¬ 
tributions were mad(‘. Th(‘ di.^tiiu'lion ls*tw(*en money and 
capital was drawn; the origin of tin* latt(*r in saving was nrog- 
niz(‘d; and tlu* necessity for constant advanc(‘S, consumption, 
and reproduction was >tat<‘d.^ PAid(‘nces are to Ikj found of 
sonu* realization of tla‘ productivity of cajiital and its signifi- 
canc(‘.“ In the case of agricultural capital, one writ«*r points 
out that th<*rc must lx* a net profit or it would be otherwise* em¬ 
ployed.*^ It was also held that intercut is possible Ix'eausc land 
yit'lds its produit net: and the higher the ]>rice of gram and tin* 
gr(‘al(‘r th(‘ produit iirtj tlu* higluT the interest rate.^ Indeed, 
(^uesnay, r(‘j(‘cting *‘supply-and-d(anandai'd ‘‘ri<k’' thtHira^s, 
argued that tla* rate of inteiest is subject to a natural law as 
is the revenue from land; as tin* inconn* to ix* gaiiaal by its 
purcliase is the law to the buyer and s(*ll(‘r of land, tlu^ same 
law ougiit to govern the rate of inten'st ^ Turgot, who was not 
formally a Phy^iin'rat, suggeste<l a productivity theory according 
to which int<*rest is paid Ixcause tin* capitalist has th(‘ alt(*rna- 
tive of investing in land, l)Ut he did not develop tlu‘ id(‘a. 

Ihit, after all, it must again b(» n‘c:illed that the Physiocrats 
W(*n* chielly inter(‘st<’<l in production and exchangt*. H«*nce, 
intcTcst was generally regardetl not so inucli as a share in di.s- 
tribution as an expense of production — as an avance from the 
nwenues of agriculture. As .Mich, <-omp<‘tition made it ju^t 
enough to covia* costs; its “naturar* rate was as low as possible. 
The founder of tla* scluiol ap|H'ars to liave generally regarded 
interest as a men' rejilacement fund, not as a n(*t income.^' 

f. The Sifigle Tax. In strict consistiMicy with their doc¬ 
trine that only ('Xtractivt* industries produce a surplus, or 

* E.r., TurKOt, livjU'Twnn aur la formation *t In dUlnhulion </«.< nchtsaea. 

* Ihiii., pp. 57-<>.'1. 

* Mercii'r do la Uivii'To, Ifonlrv naturel (Dairo’s (mI ), p I5l). 

^Onokoii, ’‘(^aoHiuiy." in (’onra<i’a HanduH'irttrhuch 

^Quonnay, l/intt rrst itrI'arifrnt (\77i\),Onckon's(Kui'r<aiit (Jutanai/. p. 401. 

* Anatyac du tnhltnu t'conomuiuc (l)airo*8 p. 02. 
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produii net, and in harmony with their desire to reli(‘ve not only 
the cultivator or farmer, but also the capitalist landowner, the 
Physiocrats upheld a single tax on the nc't inconu' from land. 
This was their itnpot unique. 

The assumption being made that wages and profits are re¬ 
duced to a minimum by competition, while land furnishes tlu^ 
only return above costs, they argued, as Locke and otlu'rs bo 
fore them, that all taxes must fall on land ultimately. Thus it 
seemed better, as a matter of economy, to collect din'ctly from 
those who must pay in the end. Every time* a tax is transh'rnHl, 
said they, it increases. If the tea in a merchant's stori' is taxial, 
he not only adds the amount of the tax to tlu; pric(^ of his t(‘a, 
but also enough more to pay interest on th(‘ money ad\’anc(‘d 
in taxes, and to compensate for the annoyance and trouble 
involved. The one who buys the tea then transfers the' tax to 
another with an addition, and so, continually increasing, it 
works on, down to the owners of the soil. 

More than this, however, the Physioerats^ i(l(*a of a single tax 
was that it would fall, not directly upon land as a propea’ty tax, 
but upon the surplus which land may yield. Ih'forc- this surplus 
could arise, costs, including capital chargt\s, would have to b(' 
provided for. Presumably, therefore, an owiKa-cultivator would 
have been benefited by such a tax as compared with tlu^ multi¬ 
tude of tax burdens of the day.^ 

Though the single-tax idea was based u])on an erroiu'ous 
notion of productivity, and violated important i)rincipl(\s of 
fiscal expediency, it rendered a gn^at service.'^ Under the 
advocacy of it, the cumbersome, wasteful mass of tax(\s which 
prevailed was criticized; and the discussions to which it gave 
rise led to a better understanding of the principh's of taxa¬ 
tion. 

^ “This tax will he paul without reducing at all the net revenue which the 
new proprietor has counted on in buying the land," wrote Mercier in L'ordni 
naturel. 

*The modern single-tax idea of Henry George and agrarian so<*ialists is, of 
course, quite different from the Physiocratic plan. The latter recognized the 
rights of the landowner and would have guaranteed property in land. Nor did 
they aim to seize an "unearned" income. 
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The Chief Physiocrats and Their Writings. — Though they 
W(‘r(* mostly (liffer(*ii(‘(‘s of (‘inpluisis, ratlicr than anything more 
fundamental,’ some ilifTenaices of opinion existed among the 
Physioerats. For (‘xamph^, the theory of inten*st and the degree 
of governm(‘nt inttu-ferenec; were d(‘l)ated points. A f(‘W words 
are tlu*n‘fore r(‘(|uir(*tl for tin; jnirpose of indivi<lualizing the more 
important naanlxas of tin* sehool. 

It may la* condueivt* to a (•l(*an»r undca-standing of the rela¬ 
tions of th(* several Pliysioerats to om* anoth<*r, t*) distinguish 
Physiocracy in the hroad sense from the l^hysiocrats in th<* nar- 
row(*r sens<*. In tlu* hroad sense, Physiocracy wiis tlnj philosophy 
of th(‘ r(‘Volt against ('olhertism, and of th<‘ movement for 
lais.ser /(lire. In this s(‘ns(‘, it em!)racf*d a numlxT of men who 
difTer(*d considcrahly in their economic vir*ws: (iourna}', (2ut‘s- 
na}', Turgot, and p<Tlia|)s ev(*n ('ondor(a‘t and (’ondillac. In 
tlu* narrower scum*, h()\\<*v(*r, considered as a group of economic 
tlu’orists (c()nc(*rne<l with the pmduil net and tin* in'drv witnreby 
(iucsnay was the master, and tin* disciples w<‘r(* Merci(*r de la 
UivieiH*, Miral)i‘au, L(‘ d'rosne, Dupont dc* Xc'mours, and Bau- 
d(’au. (fournay maintaiiKal entangling alliances with those* M(*r- 
cantilistically inclineMl (M()rrel(‘t, Hut(*l-Dumont, and Fori)on- 
nais), and he did not accept the* prndnit nit id(*a. Turgot, while 
more* in accord with (Jiu snay’s <*(‘e)noinic theories, did ne)t follow 
him III j)olitical aiisolutism, and was mori* historical in his point 
of vi<‘W'. 

If tlu* foregoing distinction Im* disn*gard<'d, and tlu* Physio¬ 
crats he* considen'd as a single* group, it may In* said tliat the* 
chie‘f re*pre*se*ntative*s e)f the*sche)e)l were* Frane;ois Que*snay (1694 - 
1774), aiul Amu* Re)l)e*rt Jae*e|ue*sTurge)t (1727 17SI). Tlu*rc are 
edhers, like* .Je*an \'iiu*e*nt ele* (re)urnay (^1712-1700), Mirahe'au, 
Mercie'r ele* la Rivie'*re*, l)upe)nt ele* Xe*mours, Bauel(*au, anel Ix' 
Tre)sne, wlu) are impe)rtant; hut tlu* t we) first name*d are* tlu* more 
original. Few’, if any, ide*as of fuiulamental importance for 
economic theeiry were added hy the others. 

*'Dio.si* nro emphasized l>y Onokeii in his intnulnction to the 

CEuertH di‘ Qutsuay. 
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It may be truly said that from the point of view of economic 
theory, Quesnay is the chief figure. He was tlie uiuiuestioned 
leader of those ^^ficonomistes’^ who formed the school or sect. 
His chief writings were the following: an artichi on 'H^ermiers^' 
(1756), one on ‘‘Grains” (1757) — both published in Diderot 
and D'Alembert’s Encyclopedie; the Tableau economique ^ 
(1753-1758); “ jMaximes g^n^rales du gouvernement Economique 
d'un royaume agricole,” published in Mirabeau's Philosophie 
rurale (1763); and his Droit naturel (1768). In th(‘ first two 
articles the basis for his system will be found. His idt'as as to the? 
distribution of wealth are stated and illustrated by tables in tlu^ 
famous Tableau economique, Quesnay h'd in his emphasis of 
agriculture, demanding that it be brought to the highest pca*- 
fection. The maxim “poor peasant, poor kingdom; poor king¬ 
dom, poor king” is generally attributed to him. H(' favorinl a 
greater degree of freedom of trade and industry in orcUa* to gi\'e 
agriculture the gi’eatest chance to exi)and. 

Gournay, who cannot be said to have been a niemlxa* of tlu* 
strict school of Quesnay, was not, like (^lu^snay, tlu' son of a 
farm-owner. He sj)ent fifteen years engag(‘d in trade at C'adiz, 
then traveled in luigland, Holland, and (Jerinany, and finally 
settled down in 1751 as an intendant of commi‘rci\ H(‘ trans¬ 
lated certain works of Sir Jo.siah Child and of ('ulpep<*r; but 
wrote little himself. His chi(»f work was administrativi^ and 
advisory to others. He lived in Turgot, whose Kloge upon tla^ 
death of Gournay is an important .source for tlu* lattcT's idc'as. 
These were, in brief, that government should be confiiuxl to 
restoring liberty to all branches of commerce and to encouraging 
competition, thus protecting production and low(‘ring prices. 
He believed that manufacture and trade are productive*, llo 
stimulated interest in economic analysis and n‘fonns by gatluT- 
ing a “school ” around him. To Gournay is commonly attributed 
the famous saying laissez faire, laissez panaer, and, wiiether or 

' See above, p. This work was rei)rocluce<l in fa^'siniile for the British 

Economic A.ssociation, London, 1894. It is to be found in Gray, A., DtvvlopmirU 
of Economic Doctrine, p. 106. 
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not ho originjit('(l th(* wholo maxim, ho sooms to have made it 
his ()\vn.‘ 

Turgot, while keeping himself formally distinct from the sect 
of th(‘ l^hysioerats, was in (‘sscaitial agreement with their main 
doetrin(\s. As an advocates of Uiianer Jaire and the idea that the 
individual knows his own int(‘n‘st l)(\st, h(‘ was outstanding. He 
claimed (Journay for his mastcT, and, whil(‘ (emphasizing their 
non-produetivity, h(' l(ean(‘d toward a gn^ater r(‘eognition oi the 
s(*rvi(‘e of tlu* non-‘‘productive'*’ classc's. ]hit Ik* difT(*r(.*d from 
both (^iK'snay and (Tournay at sonu* points.^ H(? had a Ix'tter 
und(‘rstanding of tla* relation of saving to capital formation; 
he d(‘f(‘nd(‘d frci'dom to Ic'iid aiul borrow at inten'st; and he 
was opposi'd to th(* system of political autocracy which Quesnay 
favorc'd. 

It was Turgot’s fortuiu* — first as mtendant, th(*n as finance 
minist(*r to Louis X\T - to put in practice* seane Physiocratic 
prine*iple‘s. His be-st-kneiwn writings are*: HvjUxiom sur Id for^ 
tnaliitn c/ diMribuliou ties rirhrsscs (17G(>, publishe'd 1769); a 
m(‘meaaal Sur Irs pnUs d'finfent (1769); le*tte*rs e>n La libertv da 
annmvrce fbs (fniins (1770i. His le*tter te> the* Abb6 ('ie*(f* (1749) 
on the* subje'ct eif ])ape*r me)iK*y anel cenii was an t'arly l)low at 
Law’s sysu'in, and she>ws a ge)od iind(*i>tandmg of the n'lation 
of mone-y te) prie’e*. 

Turgeit’s h*t'Jlrxi(ahs ce)nsists of a hundri*d i)aragraphs, the 
first se*ve‘n e)f whie*h atte*mpt to pre)ve that agriculture alone 
incre*ases the* we*alth e)f the* nation anel that manufactures and 
trade de'p(*nel upein it. In the* last fe*w’ paragraphs he concliuh'S 
that land re*venues are* the only prop(*r source for taxes. The 
remaind(*r larg(*ly de'als with mone'y and (*apital. 

There has be*e*n se)me* diiTere'iice of opinion as to the historical 
signifi(*ance‘ e)f the'se* Rrjlrxiofh^. (*ossa dee’Iare's that the* book 
d('serv('s to be* e*nte*n*d in ri'd-le'tte'r, as the* first scientific tri'atise 
on social ('cemeimics.^ On the oth(*r hand, J('vons and Higgs ^ 

* 84*0 Schollo. J'tmnomit' jwUtitint it hs I'ronomistes, pp. 166 ff. 

* S(M» OnrkiMi, (iiHch. d. Sahowil <^kon€}mu\ pp. 46a flf. 

* Introtturlion to l*olit\cnt Economy, p. 2(V4. 

* The i*hynwcratH, p. m. 
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would rather emphasize Caiitillon’s work in this connection. 
There can be little doubt as to the superiority of Turgot\s work. 
But when we reflect that he had the shoukh'rs of Cantillon, 
Hume, Gournay, and QiK'snay to stand on, tlu'H' may Ix' sonu* 
doubt as to which did the greater work, relatively. It may 
simply be suggested that, while Cantillon wrote* a scientific^ 
essay, Turgot wrote a bigger and better one, just as, t(*n y(‘ars 
later, Adam Smith surpassed Turgot. All thrcM* arc* now rc'ad 
as milestones in the liistory of ('(‘onomic thought. The* (iue*stion 
is to be decided in the light of obstacles o\a*rcom(* or of the* 
amount of new truth given. 

For the best concise statcanents of the Physiocratic drx'trine 
one must turn to Uordre naturel et essenlicl drs socirlvs luddiquc.s 
(Paris, 1767) by Mercier de la Rivic^n*; Al)l)(''* X. Hau(l(‘au's 
Premiere introdudion d la phibmyphie (ronomupie (Paris, 1771); 
and Le Trosne’s De Vordre social (1777). The work of Miral)(*au\s 
called Philosophic rurale on economic genirale el pohtapie de 
Vagricxdiure (1763) is also to be mcaitioiuHl in this (‘onnc'ction. 
Dupont de Nemours also wrote* a bri(‘f but com])reh(*nsiv(' work, 
Physiocratic oic cofiditidion naturelle du goavernement le pins 
avantageux au genre humain (1767). It was from this titl(* that 
the school receivc'd its name. 

Philosophy. — Under the general outlin(*s of Physiocrat icj 
Political Economy, the chi(»f points in tlx* philosophy under¬ 
lying Physiocracy have bc'cai touch(*d u|)on: J’]m|)ha.sis of the* 
material, individualism, s(*lf-int(*r(*st, natural ordc*!*, and opti¬ 
mism. The difficulty of harmonizing the c'h'iiK'nts in this list is 
apparent at a glance. How can one be a thoroughgoing ma¬ 
terialist and at the same time be an optimist? How can a n*- 
liance upon s(*lf-inter(*st go hand in hand with a b(*li(*f in a 
divinely appointed natural ord(*r? 

In order to understand this curious situation, it is nec*c\ssary 
to know something of the philosophies which i)revailed in France 
during the eighteenth century. It is to be rem(*mb(*n*d that 
economists were not specialists in those days, but covcTc'd 
broad fields in their speculations. Such names as (Irotius, 
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Puf(Mi(l()rf, II()I)1 m*s, Ilunu*, and Mont(\s(|ui(*ii have* ap¬ 

peared in the list of those who contril)ut(*d to (‘eonoinie thou^lit, 
and the Physioerats wenj theins(‘iv<*s elos(*ly alli(*d with a s(*hool 
of philosoplHTs known as th(? J'ineyelopedists. TIu* eoniu'etion 
betw(‘(»n pliilosopliy and economies was much more (lireet, and 
was ^?iv(‘n much mon* n*eoKnition than is now th(‘ ease*. J>o- 
nomies uas just l)(‘in|^ dev(‘lop(‘d, and was a hraneh of “moral 
philosophy.” 

Jolm Loeke flOTi 1704) was tlu^ father of the philosophy of 
the Physiocrats, their rationalism and (‘inphasis of nature trar*- 
in^ larj^ely to him. Hardly .sc‘cond to Lock(% however, was the* 
rnlliK'iiceof th(‘ French philosoplaT K(‘n<^‘J )escartes (1590 lt;50j. 
Now both thes(^ thinkers wen* dualFts, i.e., they did not syn- 
th(‘siz(‘ mind (id(*as) and matt(*r. Tluw were both unfinal. Lock(* 
tended toward materialism in making knowl<*dj^e chi(‘Hy d(‘- 
p(‘nd(*nt upon sensations re<*eived by a passive mind from its 
(‘nvironinent; but lu' abo admitted “rc flt'ction” by wliich tin* 
mind as an active fore(‘ f^ains knowh'dj^e of ideas. J)e>cartes 
.souj^ht to found knowli‘dj2;(‘ on tin* basis of .Mlf-(‘onseiousne>s 
considering: innate' idi'as as e*t('rnal ve'ritU's; but he also taught 
that (‘XteiiMon is an ultimate' re*ahty. In the' li^ht e)f innate* idt'as, 
the* minel inte rpre-ts elata whie*h are* furni'ohe'ei te) it by the* sen.^rs. 
d'hus 1 )e*.searte*s, althe)up;h a duali'^t, te*nele*d te>ward idealism. 
He* be*lie*ve‘el that (leiel e*re*ate*d the* weirlel aiul that a eh\ine*ly 
appe)inte*el e)rele*r e*xists whie*h is neit arbitrary, but natural. 

W hile in part aele)|)tin«^ the* ide'a e)f a elivine ly appointed nat¬ 
ural e)rele'r, heiwe've'r, the* Phy.^iocrats (e*nete*el teiward the* n.a- 
terialism which pre'dominal(*el in Locke‘’s thoujiht. One* fae teer 
in the* situatie)n was the* theiUKht of the* phileiseipher, He'lve tius 
(1715 1771), who was e*le).scly axsociate*el with the* Physiocrats, 
and who was a mat(*rialist e)f the* He)bbe*s-Loe*ke*-lIume* type. 
All iele*as, lu* b(*lie*v<*d, are* im])re*ssions frean withe>ut; aiul con- 
seejue'iitly difTe*re'nc(*s amonj^ mt'ii are* circumstantial, de'pe'iid- 
ing upon e*ducatie)n. Se*lf-inte*ie*st actuate*s me*n, and ple'asure 
and pain an? the* motivating fore'cs. ('oiulillac alse) had similar 
ideas. 
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On the other hand, the influence of the French nhilosoplKT 
Malebranche (1638-1715) served to keep aliv(' an ideali.sti(; 
element in Physiocratic thought, offsetting, as it wc'H', tlu' 
influence of Helvetius. Malebranche was a j)ri('st who b(H*am(^ 
a disciple of Descartes and later sought to explain the world of 
mind or spirit, and to bridge the ga]) between mind and matter, 
which his master had left. He found the cause of all plM'nonuuia 
in God and made both matter and mind ('xist in God. Thoughts 
and bodily acts may occasion one another, but tlu' caus(‘ of all 
lies in the divine mind. 

And Spinoza (1632-1677), by carrying Descartcvs’ philosophy 
into pantheism, help(Hl to develop a l)asis for an idc'alistic con¬ 
cept of natural law; for, after saying that the Iif(‘ of (*aeh is 
inextricably bound up with the liv(\s of otlu‘i*s, h(‘ adds that 
*‘pure intelligence corrects this fragnuaitary vi(*w, and forc(‘s 
us to connect things, and to regard tlu* univ(‘i-s(i not as an 
aggregate of isolated facts, but as a unity.'' 

It will now be clear why so many fundanKaital ineonsi.st(*neu‘s 
are to be found in Physiocratic thought; they w(‘re tlu* ehildnai 
of an unfinal, dualistic philosophy. At the sain(‘ tiin(‘ that they 
were in many respects rationalists, (‘ngag(‘d in tearing down out¬ 
worn dogmas and putting things to th(' l(‘st of n‘ason, th(*y 
were al.so making a metaphysical idea of “natiirar' or(l(*r, in¬ 
stituted by Divinity, the coriuT ston(‘ of th(*ir syst(‘in. At th(^ 
same time that they wc^re arguing for the fnu* play of .self- 
interest, they were upholding the ne(»d of strong, eentralizcal 
government which would overconn* tin* diflieulties arising from 
natural inequalities among mcai and diflferenc(‘s in desirability 
of occupations. The dual series of inharmonious idiais may be 
indicated as follows: 

Materialism Idealism 

‘‘The institution of society is By contemplating “that which 
the result of physical neces- is naturally in us“ we are con- 
sity," etc. vinced that “the union of men 

in society is in the general plan 
of creation. 
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Ration xmsm 

R(*ji.s<)ii |)n)V(*.s that only l)y 
Ui(‘ of (Ik* physical order 
are pliy>ieal caiiM*s hound to 
their n‘Milts. 'FIk* natural or¬ 
der inak(*s itM*|f kiKjwn hy the 
aid of the sole lij'ht of reason. 

Hki)oni.>m 

“'Fo obtain the inaxiniuni auj^- 
nK*ntation of enjoyment hy the? 
maximum <hmmution of ex- 
pen''(‘, th(‘ periection of eco¬ 
nomic conduct.” 

Im)I\ ini 

Self-mteie^t uiH lead to co¬ 
operation. 

I.M.ssi:/ Fviiu: 

\\ KM.in .\l.L-lMI*oin \NT 

Market \alue i" the only rule 
hy which t<» judue the ailvan- 
ta^e wliK’h tlu* “tate deriv(*.s 
from any kind of pro- 

diK'tion. 


RKLHJiors Telkolooy 
“Natural order'*; “divine pur- 
|K)se.” Multiplication of human 
sfKjcie.s is inanife.'-tly the inten¬ 
tion of the Oeator. 


Affe(;tions Impokt\n r 

Man is su.-eeptihk* to compas¬ 
sion, pity, amity, henevolence, 
slory. emulation, etc., and is, 
therefore, clraily d<^tined to 
live in society. 

M(*N mu UU \L (tOVEUNMENT 
< »overnm(*nt is netnled to maiii- 
t.ain i)roj>eity rights and carry 
out the order of nature. 

PHorK(''Mn.v TO .Mjhici'ltuhe 

Wei.l-Heinc; Not Wevlth 
Well-hi'inK li(*s in rlnnidnnce 
of enjoyahle objects. 


The Pliy.sioerats, however, were t(X) wise as philo.sophers to 
l(*t all eoiilhetiii^ uh*as pass without sonu' synthesis. In the 
held of inelaphysie.'i, sonu* of them would class with Male- 
hranche, in that tlu*y found in (Jod tin* hriil^e hetweiui idixis 
and matter, and tlu*ir thought was accordingly dee])ly tinged 
with id(*ahsm. 'I'he o////c phnsiquc and the ordrv mitund were 
n*garded hy thcM* as interrelated, in that the two were instituti'd 
by the Creator. 'Phe kt*y, howev(»r, to tlu‘ synthesis which more 
or li*ss consciously was adoplcal hy the heading Physiocrats — 
tho.s(* in whom materialistic (endiMicies pnalominatetl — is un- 
douhttnlly to Ix' found in the place whicli tliey as.sigiual to reason. 

On the OIK' liand, reason can modify the material (Miviron- 
nuMit to suit ideas, and on the other it can adjust ideas (instinctvS 
and emotions) to meet environmental conditions, in this way 



200 HISTORY OF ECONOMIC THOUCtHT 

bringing mind (ideas) and matter together. The ordre naturel 
was supposed to liave its authority sokdy in its ol)viousn(*ss to 
the human reason and in *‘the irresistible foree with which it 
dominates and subjects our wills.'^ Self-interest was n'coneiled 
with government by tlie assumption that si‘lf-inter(\st would be 
intelligent. All individuals were assumc'd to be d('p(Mident for 
their welfare upon the quantity of the produit netj and tlu'n^fore 
each would seek so to act that the produit net would b(' increased. 
Mereier expresses the general idea thus: '^That which is call(‘d 
the state is a political body composed of different parts unitc'd 
by a common interest, which does not permit tluan to d('tach 
themselves from it without their suff(a*ing injury.'^ (L'ordre 
naturely p. 369.) In short, the Physiocrats in the bust analysis 
lied upon an intelligent appreciation by (vich individual of his 
relations with and de])endence u])on his f(‘llows, for tlu' pra(‘- 
ticability of their theories. Tliis reliance was gcauTally a men* 
tacit assumption; but it was there. 

The foregoing statement brings out ch'arly the highly ab¬ 
stract character of the Physiocratic system of economic thought. 
As a system it did not fit the fact that unr(‘fl(‘ctiv(‘ imj)ulse, 
ignorance, and selfishiu'ss are wid(\spread, and th(‘r(*fore it could 
not succeed as the basis for a practical (‘conomy. 

With further reference to the need of a synthesis, it should 
be noted that Quesnay, at least, recognized that both abundance 
of goods and value are rectuired in order to make a nation really 
wealthy. It is also fair to say that as between individualism and 
autocracy, their synthesis is to be found in the idea that the 
king should do little, and that government should make laws 
conforming to the ordre naturel, 

English Followers.^ — Contrary to the common opinion, 
the Physiocrats were not without some following in English 
thought, though it was a weak one. In America B<*njamin 
Franklin was acquainted with the Physiocrats and had some 
notions concerning productivity similar to theirs. And in Eng- 

^ See Scligman, “Some Neglected Britinh Economists,” Econ. Jr., XIII, ff. 
(190:i); Higgs, The Physiocrats, p. 1S7. For the influence of PhysuxTiitic thought 
in other countries see Cossa, IrUroducUon to Political Economy, p. 272. 
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land, in 1797, ^^soinc fal.s(j doctriiu^s of Dr. Adam Smith and 
others'^ wen* attacked on Ph^'siocratic! f'roimd.s by an anony¬ 
mous \vrit(‘r. Prosperity was mad<* by this writer to dejK*nd 
upon liij^h n*nts, the ‘‘net product” of tlu* f>onomi.st(*s. An¬ 
other anonymous work, *SAc/cAc.s* . . . with 

an Ex posit inn ttf Some of the lAHulituj Tenets of the Eeonomists 
(1809), ar^nc'd that capital cannot repro<lue(* with an increase, — 
that, beinj^ its<‘lf a n*sult, it cannot cause* that from which it 
results. This, land alonei could <lo. 

'riu* little* l>e)e)k by nrvel^e*.s e)n Population and Riches (ISIO) 
also re‘minel.^ owe of the* Physie»crats, as he* sta1<*.s that (he ba>is 
e)f all rie‘he‘s is the* proelue*e* of nature*, that a man’s l:ibe)r in a^^ri- 
culture* can proeluee* a .surplus above* his subsiste'liee*, whie*h sur¬ 
plus is distribute‘d, first anions inanufae*ture‘rs, s(‘eonelly am<;ng 
ne)n-|)roduce*i*s. He* e*arne*s the* iele*as e)f Smith and the* Physie>- 
crats on non-preieluetive* e*lasse‘s te) the e‘\tn‘me*. The* animus e;f 
the* \Nork appe*ars t(i Ik* a de*fi‘n.<e» of the* lanel(*el inte‘re*st'- in 
Knj^land.* 

William S|K*ne‘(* may also be* me*ntione*d he*re* as one* whej u|)- 
he*ld Physioe*ratie* the*orie*s.‘- The* Inelustrial Ue‘volution, how- 
e*ver, hael made* sue*h vie*ws as te) the* re*lativ(* pe)sition e)f huid 
and e*apital pre*tty e*l(‘arly untenablr m Hnjjlanel. 

Critics. Ameinj^ the e*hief cntie’s uf the Physiocrats’ e^ce>- 
ne)inie‘s, (laliani and (\)ndillae* may U* esjH*e*ially nie*ntie)ne*el.’ 
riie* Italian, (laliani, publishe*<l a l>ook e)n me)n<*y in 17r)0,''» aiiel 
his be*tte*r-kne)\\ n Dialogues sur le ronunerce dts bles in 1770. He* 
was an e)p})e>rtunist, oppe)sin^ the* ide*a e)f the* natural orele*r and 
atte*mpts to ceinstruet .syste*ms e)f e*e*one)mie*s. In his work e)n 
Le commerce et le (jouvvrnement 11771)), (\)ndillac, while afxre*einj; 
with the* Physie)e*rats in seime ivsjK'cts, refuted the ide*a that 
manufacture's are* .sterile*, and e*e)ntribute*d to the tlu'ory e)f value*.^ 
Graslin, Lin^ue*!, Mably, Rousseau, and Voltaire {L'lwmme aux 

Mt i» iiite*n»HtinK to note* thjit ho <in*vv larKoly u|)<)n SUmoiidi. 

* ScM», o.K , hi.s Trurtn on Poliiiail Economy, 1n22. 

* Portionrt of I In'*, juul ii hriof skotrh of GeUiuni's work, appe:ir in Monroe (i*il.), 
Early Economic Thowjht, pp. 2S0 flf. 

e See 1 h*Iow, p. 5s7. 
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quarante ecus), also attacked the class iiiten'st which they found 
ill the Physiocratic landowners' theory of the produit net,^ 

The Practical Influence of Physiocracy. -The system of 
the Physiocrats found admirers among sov('r(‘igns of various 
states. Those who are known to have been htdievers in it to a 
greater or less extent are C'atherine II of Russia, .losi^ph II of 
Austria, his brother Leojiold, Archduke of Tuscany, and Carl 
Friedrich, ]\Iargrave of Baden. Josc'ph II and L(‘opold do not 
appear to have been very eariu'st followias of tlu' Physiocrats. 
They made some attempts, howevia*, to carry out their j)rin- 
ciples, except in so far as tlu^y related to frc'e trade'. Carl Frh'd- 
rich, the' Margrave of Bade'ii, was, on tlu' contrary, a whol<‘- 
souled l)eli('ver in the Physiocratic syst(*m. II(‘ eve'ii wrote a 
work advocating it, (nitith'd Abrcge dcs prinripes d'vcommic 
politique (A Compe'iuliuin of the Principle's of Pe)litie*al lOe-ein- 
omy), publislu'd in 177o. lie made an attempt te) intre)ehie'e» the' 
system practie*ally in three village's in Baele'ii, naine'ly l)ie‘tlinge*n, 
Theningen, anel Balinge'ii. It was im|)e)ssible‘ te) e^arry e)Ut the' 
attempt. It must ne'e'e'ssarily have faile*d, e‘V<Mi suj)posing the' 
teachings of the Physie)crats to have' be'e'ii e*e)rn'e*t. An instanta¬ 
neous change from one syste'in eif public e'conomy to aneithe'r anel 
quite diffe'rent one can hardly be ace*e)mplishe‘el without se'rious 
harm. Again, the matte'r was maele we)rs<‘ by e'liele'aveiring te) 
maintain beith syste'ins si !e' by sielc in the' .siine' lanel. Be‘sid(‘s 
all this, the plan was baelly e'xe*eaite*el. The* (*\|)ri ime*nt was give'ii 
up in two e)f the village's, The*ninge*n anel Balinge'ii, in 177(>; in 
Dietlingen it was continuexl until 1792.’ 

1 Weulersse, alx)ve cited, pp. 147, 4.39, 513, 029. The Americiin, Humiltoii 
(see below, pp. 310 f.), the Italians Be*.‘ana and \’erri, the (lerinaris, Mo^er. 
Busch, and Justi, and the Trench writers, Foihotinais \ecker, and Herren- 
schwand, may also be classed as critics. HerrerH<*h\\and was a Swiss i)hysician 
who may be regarded as a predec^'.s.sor of Malthus lie wTote a Dif^nmrs /nmla- 
montal i>ur la pop^dation (17S0). For others see Itosc'her’s (tmrhirhtt <h r Xat.- 
Ock. in Dtulachland. 

2 Further information alxiut this experiment will lie found in Bos< }ier*s 
Geschichte (hr Nat -Ork. in D( utacMatul, § lit), and in an essav by A. l’hnming> 
haus, published in the J'lhrhurhrr fur national Okonomi" and Statishk, V'ol. XI.X 
(1872). The title is “The Physiocratic Kxperiments and ()oMm*cti«>ns of (-arl 
Frierlrich of Baden.” Also Knies, Carl Friedrichs von Baden hrirjhekir Vtrkthr 
rnU Miraheau und Du Foul. 
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In Fninrc* thcnr chic*! influonco was through Turgot. As 
int(ai(lant of Liinog(*s (1701 -1774) h(* was active and succes.sful 
in tax icfornis, th(* abolition of feudal rest rid io» is, and (‘duea- 
tion. During his f(*w y<‘ars’ service as minist(*r of finance, lie 
att('in|)t(‘(l to follow th(‘ same principles of fn‘edoin and (‘(luality, 
but wif h l<‘ss complct(* suce<‘ss. Trad(' in wine and grain between 
the (lilTenMit divisions of the state* was fn*<*d from r(*striciioiLS. 
Eon'ign commerce, particularly with the* Ereueli cr>IonH‘s, was 
(‘ncourag<‘(l. In all, Turgot n‘mov<‘d tW(‘iity-three different 
burdens which i)ppn‘vs(‘d p<‘ople, commerce*, maimfae*ture>, and 
agriculture*. With what unjust implication, then, (lo<\s Kautz 
say that “he* was able to introeluet* <jnly a f(*w' improve'me‘nts but 
te) go no further.” * He* struggle*el valiantly against the* inte‘r- 
e*ste*el hostility of e*le*rgy anel ne)bility, and aeconiplishe*el niuedi, 
but was overcome* be*fore* the* fruits eif his re‘fe)nns we*re r(‘alize*d. 

Critical Estimation and Summary. - P(‘rhaps the meist ne>- 
table* single* e•harae•(e*ri*^tie• e)f the* Physie)cratic e*e*e>ne)mie*s is its 
ne‘gativism. As alre*aely re‘marke‘el, Phy>ie)crae*y might be* jiar- 
tially ele*tine’el, with se)me* me*asure* e)f truth, as the* re'veilt e>f the 
Fre*ne*h against .M<*re*antilism. Its we*akne*ss and its stre*ngth 
are* alike* the* re*sults of re*ae*tie)n. Thus w'e*alth in the* fe)rm of 
me>ne*y was e*mpha‘«*i/e‘(l by the* Me*re*antilists, while* the* Physiei- 
e*rats plae*e*d marke‘d (*mpha.'-is upe)n “real” we*alth in the* shaiM? 
of raw pre)elue*e*. A large* feire‘ign traele* with a favemible balaiu'C 
was the* sinnnmtn lh)nntn of the* Mere*antilist; the* typical Physio¬ 
crat, 'rurge»t be'ing rathe*r an e*\e*e*ptie)n, re*garele*el fe)re*ign trade 
w ith ineliffe*re*ne*e* eir as a ne*e*(*ssary e'vil, anel a>saile*el tlie balanco- 
of-trade* iele*a. Anel se) the* e)ne* fave)re*d im|)e)rts e)f raw material; 
the* e)the*r eif nianufae*ture*s. Whe*re*as the* state*sman eif the Mer¬ 
cantilist se*he)e»l seaight te) s(*(*ure the*se* enels l)y e*e)ntinual re'gilla- 
tiein, fre*e*ele)ni e)f traele* anel industry was the* great (leside*ratiim 
of lMivsie)crae*y. In a weirel, the* Physieicrats were in revolt 
against art, artifie*ial we*alth, anel political artificers for wealth- 
ge*tting; this influe'iu'enl the*ir ide*as of nature and natural we'alth 
anel natural libe*rtv. 

* I)it Qt schichtUcht llntn'ickiUnnj tUr Stitutnokonomik (Wien. iMilU, p. 357. 
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On all these points the Physiocrats carried their reaction, 
to a greater or less extent, too far. Commerce and manufactures 
are and wc're imj^ortant, and are equally productive, in the 
true sense of the word, with agriculture. Absolute? frec'dom of 
industry and trade is as unattainable in theory as inexp(?dient 
in practice. In short, there is one fundamental (‘rror in their 
economics, emphasized by two more errors in tlieir philosophy. 
Their economics was vitiated by the absence of a correct notion 
of ])roduction: they lacked the idea of ])ro(luction as utility 
creation. This led theip, for example, to d(Miy “productivity^^ 
to manufacture, although it creates form utility. Th(»n, their 
individualistic philosophy, with its n(‘gativ(‘ basis, unduly 
minimized the necessity for social a(*tion. And finally, their 
nature philosophy made tlu'm absolutists attcanpting to apply 
their ideas regardless of time or place. 

But the imi)ortant contributions they rendered must not be 
forgotten. For one thing, they did a valual)l(' work by (l(‘struc- 
tion. They exposed old fallacies and departed from the errom 
of their ])rcdecessors. The world mak(\s progr(*ss through the 
realm of thought like a ship which tacks to th(‘ windward, 
swinging now to one side, then to tie' other, of the straight 
course,—a series of actioiLs and reactions. The Physiocrats 
threw the tiller over and sailed away on a new tack, and one 
neces.sary to progress. 

Their more positive contributions may b(? summ(?d up as 
follows: — 

(1) They put economics on a scientific basis by applying 
scientific methods, and by separating it from other scienc(\s, 
notably jurisprudence. 

(2) Their emphasis of the surplus or net product was notable, 
especially in connection with the later develoimient of the rent 
concept. 

(3) Their analysis of capital (Turgot), though rudimentary, 
pointed toward the true nature of that factor. 

(4) They made important contributions to the theory of 
taxation. 
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(5) Their thought shows much progn^ss toward a true social 
point of view, in that th(‘y saw, at h^iust in an abstract way, the 
interd(‘p<‘iKl(‘nee of individuals, and cr*ntered attention on pro¬ 
ducing and circulating the lUTcssities of life. 

(0) 'I'heir cMn|)hasis on lan<l was infliK^ntial, for weal or woe, 
in bringing about th(‘ latta* thr<‘eh)ld classification of the factors 
of i)roduetion. 

'rh(‘ l^hysioeratie system may be viewed iis liaving a mission 
to p<‘rform m the development of th(‘ economic thought of the 
world, and, so viewed, it must be conf(‘s>(‘(l that its very errors 
a<lapted it so much the better to |M*rfoim its mission. Th(* bold 
declaration that the only office* (if gov(‘rnment is to protect 
lif(*, lib(‘rty, and prop(*rty, and the easily re|H*ated formula, 
Itussrz fdirvy lai mz , W'(‘n‘ d(*stiiK‘d to accomplish much. 

Any man could appreeiau* the doclriiu* that his private Imsiness 
wa^ no conc(‘rn of go\eminent. It is natural that the crisp, 
swee|)mg ( xaggeratioiis of th(‘ Physiocratic systcan should have 
b(M‘n \ery enVcina*. 

It was W(‘ll, too, that th(‘ im|M)rtan(a* of agriculture, w’hile 
it IS not the Mile source of Wealth, should b(‘ (‘mphasiz(‘d. Xoi 
is it so surpnung as it might at first app(‘ar that the Physiocrats 
ri'garded the rent <»f land as th(' only true' pnxluit net. At the 
time when (^ue'^nay wrot(*, it was tin* chief source* whence addi¬ 
tions were m:ide to tlu* national resourc(*s. It is only within a 
comparatively short tune that the* profits on capital have takem 
t!i(‘ most prominent position in the formation of new* cajiital. 
“ During th(‘ greater part (if tin* world’s history thi^ rent of land 
has be(*n the chief source of saving. A good deal is saved from 
n nt in England now, and in the nxst of the' world probably more 
is sav(‘d from it than from profits on capital.” ' There is, 
monMAUT, an actual difT(*n*nc(* lM*tween an income derived from 
land rents and oik* d(*riv(*d from any othi'r sp(‘cu*s of property — 
a difT(T(*nee upon which Ricarilo founded his theory of rent, 
and Mill his doctriiu* of land taxation. 

' Th*‘ Kcommics of Industry, .Mfrtnl MarsiKUi and Mary Paloy .Marshall (Lon¬ 
don, LS7a),i). 3‘J. 
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But reflection showed that it was quite misleading; to desig¬ 
nate those classes not in some way connected with agriculture 
as barren (skrile) or non-productive. At least part of tlu' agri¬ 
cultural physical output depends upon other factors than the 
land itself; and if the value of the output be eonsidc'red as the 
criterion of productivity/' the matter becomc^s still more 
complicated. It came to be perceivcnl that in the narrow sense 
of ^‘production" there is a produii riet, a surplus, wIk'H'vct 
there is saving. Thus, if, in the long run, tliey save' a piirt of 
their income, merchants and artisans may add as truly to the 
“wealth" of the country as the farmer. 

A system was needed which should in(*ludc' and elucidate 
manufacture and commerce. The one-sid('duess of the' Ph>'s- 
iocrats had to give w(iy, and to make room for tla^ broadcT and 
more catholic political economy of Adam Smith. Above* all, 
the beginning of a system of thought which would n'cognize a 
closer and more causal relation between the* value* e)f ge)e)els and 
the values of the servdce*s of the facte)rs e)f ])re)elue*tie)n, wa.**' 
needed. This was to be the service of the* iMigli.sh Classical 
School. 



CHAPTER X 


ADAM SMITH, HIS IMMEDIATE PREDECESSORS, 
AND THE REVOLUTION IN INDUSTRY 

Tho Scotchman, Adam Smith, l)om in the yr^ar 1723 at the 
villag;(* of Kirkcaldy, puhlishcd in 1776 the book commonly 
known as th(‘ Wmllh of Xafions^ By this lKX)k he won a fame 
j^n^atcr than that of any other ^\rit(T on political economy or 
alli(*d subject.s. Abundantly ciiticized, and with its originality 
not unassailcd, his work ^till stands as truly epoch-making in 
tlu‘ (Solution of economic thought, while its maker is called 
th(‘ Fatlier of Political J^conomy. 

Immediate Predecessors of Adam Smith. — Though so truly 
(‘poch making, Adam Smith, as i> g<‘n(Tally th(^ cas(», built upon 
the work of lus pr(Ml(‘cevM»!'s. Xor can oiu* overlook the fore¬ 
runners in a study of tlie mast(‘r\s achievenaait. Adam Smith 
was ac(iuainted with the writings of th(» M(*rcantilists, the 
])hilosoph(‘rs of ihi* s(‘vente<*nth aiul (aghti‘enth eiaituries, and 
the Physiocrats; and he stood upon th(‘ir shoulders. The names 
of Petty, North, ( hild, and Stiaiart, and thosi^ of I/>cke, Berke¬ 
ley. Maiidevilh*, llutchesmi, Hume, 'rucker, and Ferguson, 
must (‘v<*r be nanembered in this connection. Smitli also refers 
to ('antillon; and a wink by Harris, a followiT of Cantillon, 
was known to him. Dating from tlu' (aght(‘enth century, too, 
tluai* an* many books ami pamphlets, ofti'ii anonymous, which 

* < )ii SinitJi. his life amt uork. ('annaii (imI ), .Smith’:* f.frturts on 

Ju'^hrt , J*i>lir. . /I'l r» nu* , titui {rtns, IVMi, I'ViIImi^'cii. Smith nntl Tunjnt, Hiishaoh, 
/>/» tillot nu if\t ft h* n (irutulhiij* u tl*r ion F Qh* unnu uml Smith 

hnjrumlt t* ri futliti-n hi n ()• konomi*, IMK), aiul lliushaoh, (’nirrsurhi'n ufur Atiam 
Smith, I.VU; Oiirki'ii. Athim Smith und Im. Kant: Kao, /,i/i of Adam Smith; 
Small. Attain Smith and SariahnJ!/, UK)?; Zoyw. ,1<//|ni Smith und thr FdoenuLz; 
(lm/l)orjj. I']., Thi Ilnu'd t>f Atiam Smith, I’Kl,'). Tho ohaptors or essays on 
Smith m (’aiiiiaii'.s Thfiaiti af i*nntuction and I>i\stnhutuin. Leslie’s FsMiys in 
Marat ami Fotdioit /V<i/o.so/>/}7, Baicehot’s liioi/raphical Stmiu^t and Bonar’s 
Philosophy and Political Economy are valuable. 
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relate to economic subjects; but inasmuch as there is no evb 
dence that they exerted any influence on the course' (jf c'co- 
nomic thought, it does not seem expedient to discuss th('m 
here. While remembering Smithes great debt to tlu' Phys¬ 
iocrats, — and theirs to the Scotch and Phiglish writc'rs, — 
the continuity in EnglamPs economic thought should b(' ('inpha- 
sized; and Hutcheson, Hume, Tucker, and Ferguson may be 
named as the chief of his immediate pred('cess()rs. Tlu'se m('n 
come near to forming one school with Smith as tlu'ir mast('r. 

While, as we have seen, the Physiocrats had a doctrine of 
self-interest, it is highly probable that Smith\s (‘inphasis of 
self-interest and the related tc'iideiK'ic's in his thought wc'H' 
stimulated, if not originated, by the spirit of MaIulevill(‘^s 
celebrated Fahk of the Bees. Though h(' at first ('xpresst'd him¬ 
self enigmatically, it appears to have' bc'c'ii ^Ian(^^‘ville^s id(‘a 
that upon the multiplicity of wants “(k'pc'iuh'd all those' mutual 
services which the individual irn'inbers of a socic'ty pay to (*aeh 
other: and that consc'qiK'iitly, the gn'ate'i* varie'ty ihovo was of 
wants, the larger number of individuals might find their private' 
interest in laboring for the good of othe'rs, and uniti'd togethe'r, 
compose one body.^' ^ Mande'Vilh', too, cl(*arly ex|)ress('(l the' 
idea of division of labor, using the ])roduction of wate*he's and 
clocks as an illustration, and he was j>e*rhaps the first to use 
the words ‘‘divided’^ and ^‘division’^ in this connectie>n.'- 

But Francis Hutcheson exerted a deeper and more* compre¬ 
hensive influence upon Smith. Hutche'son was one* e)f Smith\s 
teachers at Glasgow (1737 T740) and Smith actually c'xpre'sse'd 
indebtedness to him. His System of Moral Philosophy shows 
that, while he had some Mercantilistic ideas conce'rning balance? 
of trade, government regulation, and population, he fore'shad- 
owed his pupiPs work at several points. For one* thing, he 
handed down to Smith many vie?ws of Pufe'iulorf, Grotius, and 
Locke — some deriving from the Stoics; gave him, or at least 

* Edition of 1724, p. 4(35. First edition al)Out 1705; secoiifl, enlarKod. in 1711. 

* Edition of 1729, part ii, p Xio. See Canmin’.s introduetion to hi.s edition of 
Adam Smith and note on page 5 of Vol. I. 
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stn‘nKth(‘n('(l, his ()})tiinistic' naturo philosophy; and it has oven 
IxMMi arj^iK'd that th(‘ arranK<‘nieni of the Wealth of Naliom 
was alTeet(‘d by IIulc*heson\s leetur(‘S.^ Iluteheson assumes 
instincts, or ^‘s(»ns(‘s,*' of h(‘n(‘vol(‘ne(? and self-interest, but 
consi(l(‘rs the '‘moral senses’' to be most important. His thought 
was utilitarian in tnaid, and he proposed the greatest happiness 
of the gr('at(‘st numiHT as a standard. Furthermore Smith 
may well have got from him e(*rtain pundy (‘conomie ideas, 
notal)ly on divi^ion of lal>or, value, money, and taxation. Thus 
Iluteheson distingui.sli(‘d utility aiul value, saying that “tlio 
natural ground of all value or price h some* sort of us(‘,’^ that 
wealth is differentiated from utihlv bv lal/or, and that limita- 
lion of supply makes a scarcity valu(‘.- 1I(‘ aL<o makes allow¬ 
ance for tlie rarity or seareity of materials in natur(^ Ilutehe.son 
justified interest on the ground that monr‘y might be inv(»st(Kl 
in things “naturally productive.'* 

Doubthss Hume ‘ exereis(‘d the greatest inflwaiee on the 
giMieral philosophy of Smith, as Wf*ll as on his (‘conoinie ooinions. 
During his stay at (llasgow, Smith madi* an abstra(*t of Iluim^'s 
Tiaiiisi' of Ilu/nofi Xature which pliaiM'd the older man and 
wa> the beginning of a lasting friendship. Hunu* was an (‘ssayist, 
writing in a philoMjphieal .'Spirit, but working out no eomphde 
economic svNtem. If he had written a .'^ystianatie treatise in 
17.V2, when his essays aiipeanal, tlu* Wealth of Xatiom in all 
j)robability would not have o<*<aipi**d the' unitjin* position it 
now holds. 'Fhe ehie*f <*hara<*terist ies of Hum(‘'s economic 
thought an* the promin<*ne(* given to labor, the attention giveui 
to changes or transitions, (*vide*ne(*s of hi.storieal spirit, and 
the* int<*iT<‘lation of (*eonomie and oth(*r sex'ial facts and forces. 
Though h<‘, like* Hutehe'.son, shows traces of Mercantilism he 
had a good understaiuling of fon'ign trade. “Not only as a 
man but as a British sul)ji*et I pray for the flourishing eom- 
nu'reo of (Jermany, Spain, Italy and even France itself.'' Everj"- 

* Si'o W. H. Srott’s Franrii Hutchison. 

^ Sjfstcm, Vol. II. pp. T).! IT. 

* Kloiiiino, WUrtscfutfllu'hc .inschnuufu/i n Dticui Humes. 
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thing that is useful to man springs from the ground; but ar¬ 
tisans are necessary to work up most things and in ‘‘the stock 
of labor . . . consists all real power and riches.” ^ Hume holds 
that everything in the world is purchased by labor, and that 
our passions are the only cause of labor.- Money is nothing but 
the representative of lai)or and commodities, and for any one 
country its greater or less abundance is immaterial; l)ut the 
increase in the supply of money may bcMiefit industry during 
the inteiwal between acquisition and n'sulting rise in prie(\s. 
Interest depends upon the profits of industry and the d(‘mand 
for and sui)ply of loans.* 

Josiah Tucker (1712-1799) was dean of GIoueestcT. Ik'- 
tween 1750 and 1776 he wrote sevc^ral (‘ssays on comnaaTC' and 
taxation,^ and one of his writings was translat(‘d by Turgot.'*’ 
He too laid emphasis on the significance' of labor. He* be'lic'ved 
in the advantages of a large' i)opulatie)n anel fave)re'd a tax e)n 
celibacy, ancHias been called the true' fe)re'runne'r e)f the' “Man¬ 
chester School.” ^ Tueker\s free trade policy was base'd on the' 
idea of a harmony of intere'sts. Self-interest was made by him 
the chief motive, and this, lie thought, if given fre*e* play, would 
coincide with public interest in most eases. 

It may be said that Hume and Tucker inaugurate'd e'osme)- 
politanism in commercial policy. 

Adam Ferguson (1723-1818) did not .separate' e*e*onomies 
from politics, but in his lectures and writings,'* ele*alt with e'ee>- 
nomic topics, and, as a contemporary anel frienel e)f Smith's, 
he must have had some influence. His maxims of taxation, 

^ 0/ Moripy. 

* Of Commerce. 

® Of Interest. 

^ See W. E. Clark, Josiah Tucker, Columbia l7nivor.iity Studios, Vol. XIX, 
No. 1. 

^ Brief Essay ou the Advanlayes and Disadmnlayes which n syertuu h/ nth nd 
France and England with regard to Trade (174S); Elements of Comnifrct (IT.Vi); 
and others. 

* The Expediency of a Law for the Nniuralization of Fonign Protestants, trans¬ 
lated as Questions irnportarUes sur le commerce, 17.3o. 

^ For Manchester School, see l)oIo\v, p. 2.‘I7. 

^ Essay on the History of Civil Society (1707); Institutes of Moral Philosophy 
(1769). 
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thouji^h not tho sam(‘, may have influoneed Smith's famous 
canons. Ilis tr(‘atm(Mit was ('thical. Ho Iiad some idea of tlie 
principh' of relativity. 

On tlu‘ ])oint of th(^ theory of value and utility, Harris in 
his work On Cnin.s (1757) was inflmaitial in shaping Smith's 
thought; for Ik* wrote*: ‘^Things in gen(*ral an* valu(*d not accord¬ 
ing to th(‘ir r(‘al us(*s in supplying tin* n(*c<*.s.sities of men; but 
rath(*r in j)roportion to the* land, labor, and skill that are requi¬ 
site* te) ])re>due*e* the*m"; and he contnisted water and diamonds 
to illustrate* the* pe)int (p. 5). 

'rh(*M* me*n, the*n, bre)ke* the* way in hhigland fejr the* de*ve'op- 
me'iit e)f |)e)litie*al e*e*e)ne)my as a .<e'ience*. Their pe)sitie)n in the 
eie*ve*le)pme‘nt e)f Miiglish e*e*e)ne)inie*s may be like*ne‘d te) that e)f 
Re)isjriiillei)(*rt anel (’antille)n m the* ele*ve‘le)pme*nt e)f Physie)cracy. 
Me)re* e)r le‘>s markeelly the*y taught that lal)e)r is the* senirce* of 
we'alth, anel a<lve)e*ateet ifulustrial e)r ‘‘natural’' lil>eTty. 

Smith’s Life and Relations with the Physiocrats.^ - At the 
age* e)f fe)urte*e*n Smith \Ne*nt te) (da>g()W, \Nhe*n*, as alre*aely indi- 
(*ate*el, the* phile)M)phe*r Hute*he*>e)n ])re)fe)uneUy alTe*e*te*el him. 
Hiite*he‘se)n was ie'e*turing syste*matie*ally e)n e*e*e)ne)mic subjects 
iinele*r tlie* braiu’h e)f his |)hile)>e)|)hy whie’h he* e*alle‘d “Natural 
.Iuri>])rude‘ne*e*." Smith the*n we*nt te) ()\fe)rel e)n a !'che)laiship, 
\Nhe*re* he* .stuelie*el tlie cla.^sie’s. Re*t\\eM‘n 1748 anel 1751 he* le‘e*- 
ture'el e)n rlK*te)ric anel lK*lle’S-le*ttre*s at Melinburgh; after which 
he* l)e*e*anie* pre)fe'sse)r at (ila>ge)w, first e)f le)giC, the*n of me)ral 
phile)se)phy. “In the* last e)f the*M* le*e*tun's he* e‘xamineHl the)se 
pe)litie*al re‘gulatie)iis \\hie*h are fe)uneleHl, ne)t upe)n the ])rincij)le 
of juslircy but that e)f exp^dienrijy anel which are* calculate*el to 
inere*ase* the* rie*he*s, the* pe)we*r, anel the pre)pe*rty e)f a state. 
Uiule*r this vie*w he e*e)nsiele*re*el the pe)litie*al institutie)ns re‘lating 
te) ce)mme*re*e*, te) rmane*e*s, (e) e*e*e*le*siastie*al anel military e.stablish- 
me‘nts.'' “ We* kne)w that in 1751 while* at 01asge)w he discusseHl 
tlu* e*fTe*e*ts e)f a l)e)unty e)n the expe)rt e)f ce)rn, talking much with 
merchants anel e*e)nvincing many of the advantage e)f frex' trade. 

* Hu(*, Li/r of iilim Smith. 

* Wordij of Milhir, a Htu<lent of Smith’s, in Stouart's Workui, Vol. X, p. 12, 
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In 1759 his Theory of Moral Sentiments appeared. 

Five years later we find Smith traveling in Switzerland and 
France, and while there he began work on a book which in 
twelve years was to develop into his masterpiece, the Wealth 
of Nations. He met Diderot, D’Alembert, Quesnay, Turgot, 
and others. Conversing often with Turgot on economic topics, 
it is natural that both men were influenced. Turgot was en¬ 
gaged on his Reflexions and Smith on his Wealth of Nations. 
Say’s opinion that Turgot owes much of his philoso])hy, Smith 
much of his economics, to this intercourse, seems reasonable.^ 
It seems more reasonable, however, to minimize the contribu¬ 
tions made by these men to each other’s develoi)ment, and to 
consider them both as affected by common environmental 
forces. 

“The three same fundamental conceptions,” says Cliffe 
Leslie,^ “derived from the three same sources — from Graeco- 
Roman speculation, from Christian theology, and from the 
revolt of the age against arbitrary interfliniiice with priwate 
industry and unequal imposts on the fruits of labor — formed 
the groundwork of the political economy of Adam Smith and 
the Physiocrats.” These “fundamental conce])tions” were, 
respectively, (1) that of natural rights, (2) that of a beneficent 
Providence, and lastly (3) the idea of laisser faire derived from 
the doctrine of self-interest and the reaction against govern¬ 
ment interference. None of them can be said to be the invention 
or the property of any man or school. In any case, all of th(‘m 
can be found in the writings of Hutcheson, Hume, and Tucker. 

From among these fundamentals of Leslie’s, a fourth might 
be distinguished, namely, the principle of self-interest as the 
fundamental force in society. In this connection the appearance 
of Helvetius’ work De Vesprit (1758) deserves comment.^ His 
teaching that self-love is life and power; unselfish benevolence, 

^ Leon Say, Turgot, p. 33. 

*“The Political Economy of Adam Smith,” Fortnightly Review, 1870. Re-' 
published in his Essays. 

^ Cf. Kuno Fischer, Francis Bacon u. seine Nachfolger, p. 687 and above, 

p. 197. 
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nothing, produced a wonderful sensation in France and else¬ 
where. It may have been instrum(;ntal in causing Smith to 
shift from sympathy to self-interest as the chief motive in life.^ 
His predecessors in England, however, and especially Mande- 
ville, may Ixi regarded as probably having the most immediate 
induence here. 

To this analysis, there should Ix) added the idea of cosmo¬ 
politanism, which, indeed, is implicit in the idea of the law 
of nature — and probal)ly in the doctrine of individual self- 
int(x*est. In the eightc^enth century, men came to goneralize. 
Smith’s eosmo])olitanism was typical of a tirncj when it was 
written that all mc'ii arc born freci and equal. 

The Wealth of Nations. — With the continental ferment of 
a sensualistic nature philosophy working upon the similar ideas 
of his own and his predecessors, Adam Smith returned to Eng¬ 
land in 1766, and after nine years of rather secluded retirement 
at Kirkcaldy, Scotland, published his book, the Wealth of Na- 
tionSy in 1776. 

Nev(*r was time riper for a comprehensiv'c work on economics! 
Everywhere' the old order was shaken; everywhere new ground 
had l)een broken; but nowhc're had the crop aj^peared. Tracts 
and essays had ))een published in England, and tableaux and 
tomes in France'; but all lacked either systi'in or comprehensive¬ 
ness, or were marred by Me'rcantilistic taints or reactionary 
errors. R('Volutions in industry, in philosophy, in politics, were 
in the air: in the' same year that the W^ealfh of Nations appeared. 
Watt inv(‘nted his steam engine and the Declaration of Inde¬ 
pendence was signed in America. What wonder that men hailed 
with extravagant prais(^ an analysis and exi)lanation of the new 
order!' 

The wealth of nations had by Smith’s time l)ecome a vastly 
different matter from that of the Medieval or Mercantilist 
periods. Peace reigned throughout his life! Commerce was 
greatly extended. And along with these, there was a remarkable 

1 Knies, Die politischc Okonomic vorn Standpunkt der geschichtlichcn Methode, 
p. 150. 
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development of individual initiative which marked a vital 
change in social and economic life. The individual found in¬ 
creasing self-expression in the arts, in science, in politics, and in 
business. In England, for example, local government, and the 
formation of business companies,indicated the growth of 
voluntary cooperation among individuals. In general, there 
came greater chances for individuals to rise in the social scale. 
And along with the system of ^‘enclosures,” large agricultural 
estates had come to be run for profits, while mechanical inven¬ 
tions and the increased use of machinery were leading to the 
factory system of manufacture. During Smith\s life, however, 
the “domestic system” of manufacture continued to prevail, 
with its relatively small capitalist employers and wage earners 
working in their homes or small shops. Smith did not witness 
the final emergence of the factory system — that remained for 
Ricardo and Malthus. 

In these respects, Smith’s material environment was not only 
different from that of his Mercantilist prech^cessors, but was 
much more developed than that of the Physiocrats. It chal¬ 
lenged the observing philosopher to a new explanation. 

Economics was born of a philosophy, particularly “moral 
philosophy,” that had come to center upon the increasingly 
complex and acute problem of human relations. Many thinkers 
had broken away from the religious dogma of Medievalism, and 
from the mere political policy of Mercantilism. They had de¬ 
veloped the idea of “law” governing society — law deriving 
from the nature of man himself, whether based upon a “moral 
sense,” or self-interest, or a combination of the two. But even 
so, the more practical problem of the means of life, as distin¬ 
guished from the goal or ends of existence, remained. More or 
less unconsciously, the Physiocrats and Adam Smith sought to 
develop a quantitative appraisal of the means of livelihood — of 
“wealth” as distinguished from “welfare.” This is the signif¬ 
icance of economic value, and “the price system.” 

The age-old question as to whether the nature of man himself 
is “spiritual” and largely independent of material environment 
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(id(3alism), or is material and largely controlled by physical 
conditions (materialism) was not answered. But the founders 
of scientific economics, on the whole, leaned strongly toward 
materialism, and this made it easier to formulate a system 
which, in their environment, was useful as a working explanation 
of economic life. It made it easier to see social uniformities, and 
to think of man as subject to the reign of law. 

An Inquiry into the Nature and Causes of the Wealth of 
Nations was the full title of the book; and this title was con¬ 
sidered by Smith to be an adequate definition of the scope of 
political economy.^ So far as the book has a plan it appears to 
be as follows: beginning with the importance of labor as the 
source of the annual wealth of a nation. Smith discusses division 
of labor as the means for increasing th(‘ productiveness of labor 
iiiid hence the nation’s wealth. Division of labor necessitates 
exchange, apd this is the next topic. This l(*ads up to money as 
the m('dium of (,*xchange, and to value. The discussion of i)rice fol¬ 
lows, and then tlie components of price: wages, profits, and rent 
— according to Smith. Finally tin* criticism of Mercantilism and 
Physiocracy follows; and the last book deals with public finance. 

‘ In his conception of the annual wealth” and ‘^annual labor” 
of a nation Smith was undoubtedly influenced by the Physio¬ 
crats. 

The Importance of Labor and Division of Labor. — The 

Physiocrats had made land or the bounty of nature the center 
of their system. In the scaise in which they used the word, land 
alone was ‘^productive.” Certain ones among the Mercantilists,- 
however, sj)oke of labor as the active principle or father of 
wealth, though attaching most importance to mercantile and 
maritime pursuits. Adam Smith makes much of labor. The first 
words in his book arc, “The annual labor of every nation is the 
fund which originally supplies it with all the necessaries and 
convcniencies of life”; and, as will be seen later, he makes labor 
both cause and measure of value. 

^ See Introduction to Bk. IV (Cannan’s ed., p. 395). 

* Above, p. 136. 
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It must not be inferred that Smitli means all human exertion 
which adds utility; he limits his emphasis of labor to ‘^produc¬ 
tive labor/' This reminds one of Physiocratic distinctions. But 
there is this difference: the Physiocrats made productivity equal 
the creation of a surplus over costs; ^ by Smith, productivity was 
extended to include any addition to exchange value, the ])roduce 
of labor being ‘‘the value which it adds to the materials upon 
which it is bestowed.” ^ But exchange value he confined to 
vendible commodities. Thus Smith regarded rnc'nial servants, 
public officials, and professional men as unproductive; their work 
perished on the instant of production.® This is very like Child's 
opinion.^ 

Smith's treatment of the advantages of division of labor has 
long been deemed a classic. He did not originate the idea, for 
traces of it have been found from the Greeks on; but he so (mi- 
riched it that ever since the appearance of the Wealth of Nations 
it has had a new importance in economics. Smith makes an 
innate “propensity to truck and barter'' the cause of division of 
labor among men. This is hardly rational enough for the i)resent 
day; but a more satisfactory explanation is sugg(‘st('d in its 
“advantage'' coming from an “increase of the })roductive j)ow- 
ers of labor,'' special adaptations among men giving rise to this 
advantage. Th' occasion for such a division is, of course, the 
power of exchange. Division of labor, he points out, is limited 
by the extent of the market. 

As to its advantages. Smith says: “The greatest improvimient 
in the productive powers of labour, and the greater part of the 
skill, dexterity, and judgment with which it is anywhere directed, 
or applied, seem to have been the effects of the division of 
labour.'' ^ Pin making, for example, is a peculiar trade which is 
“divided into a number of branches of which the greater part 

^ And the Physiocrats did not logically impute “productivity” to labor, but to 
land. 

* Wealth of Nations, Bk. I, Chap. VIII (Cannan’s ed., p. G7). 

3 Ibid., Bk. II, Chap. Ill (Cannan’s ed., p. 313). 

^ Above, p. 136. 

® Bk. I, Chap. I (Cannan’s ed., p. 5). 
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are likewise peculiar trades/^ As a result, each man produces at 
least 240 times as many pins as if he worked alone. The advan¬ 
tages are analyzed as being due to three circumstances: the 
increase of dexterity in the individual workman; the saving of 
time otherwise lost in passing from one process to another; and 
^^to the invention of a great number of machines which facilitate 
and abridge labour. 

It is important to note that this statement of the case for 
division of labor was a r(‘al contribution, for earlier statements 
had attributed the pluaiomenon chiefly to differences in natural 
ai)titudes of man, and to special environmental advantages. 

Value. - Smith begins his discussion of value by distin¬ 
guishing value in use from value in exchange: the former is 
similar to iho utility ^ of n'ccait economic analysis, such as is 
]iossessed by water and air; the latter is the power of purchasing 
goods, of which diamonds afford an illustration. “The things 
which hav(^ the greatest value in use have frequently little or no 
value in exchangiq and, on the contrary, those which have the 
greatest valiu* in exchange have frequently little or no value in 
us(!.^^ In this distinction Smith is in accord with the idea of 
valeur usuelle and valeur venale as held by Quesnay and the 
Physiocrats. It will be not(»d that this treatment limits “use” 
in a senses not now observed by economists, involving as it does 
an ethical idea, or at h'ast a distinction bi'tween different grades 
of wants. John Stuart Mill later calk'd Smith to account for 
d(‘nying utility to anything which satisfies human wants, as 
diamonds undoubtedly do. Smith and his followers have also 
been criticized with some justice for failing to distinguish the 
concept of utility from “value in use.” Doubtless the coupling 
of “value” with “use” in a single term tended to conceal the 
significance of bare utility and to jn-event the separation of the 
objective value in use from the subjective. 

Smith, however, is concerned with exchange value alone, 

^ Not marginal utility, but general eapaeity to satisfy wants regardless of sup¬ 
ply, — total utility. 

*E.g., Breiitano, Die Eniwickelung dcr Werthlchrc, 1908, pp. 42-43. 
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which he defines as the “power of purchasing other goods 
which a commodity possesses. His conception of value, then, is 
entirely objective. He considers value in use and value in ex¬ 
change as practically independent and almost as unrelated. 

“The real price of everything,*^ he says, “what everything 
really costs to the man who wants to acquire it, is the toil and 
trouble of acquiring it.** ^ Accordingly, without ad('quate con¬ 
sideration of the case of natural scarcity, a cost theory is the 
one which prevails in Smith*s mind. As sugg('sted in the preced¬ 
ing quotations, cost is thought of as labor expenditure, — the 
cost of toil and trouble. “Labour was the first price, the original 
purchase money that was paid for all things. It was ... by 
labour, that all the wealth of the world was originally inir- 
chased.** 

Next it is to be observed that Smith distinguishes between 
the causes of value in early society and those in force after cai^ital 
becomes important. In early society “the proportion betwe^en 
the quantities of labor necessary for acquiring diffc'nmt objects 
seems to be the only circumstance which can afford any rule for 
exchanging them for one another.** ^ But after th(‘ “accumu¬ 
lation of stock** an element of profits must b(' allow(‘d for: 
“Neither is the quantity of labour commonly (employed in 
acquiring or producing any commodity, the only circumstance 
which can regulate the quantity which it ought commonly to 
purchase. ... An additional quantity, it is evident, must be 
due for the profits of the stock.** ^ Originally, then, labor cost 
regulated value; but when capital came to be used, profits must 
needs be allowed for. At other points. Smith resolves price into 
wages, profits, and rent. In civilized countries land and capital 
contribute to the “exchangeable value** of commodities; con¬ 
sequently the total value of the nation*s products will command 
much more labor than entered into its production. 

^ Bk. I, Chap. V (Cannan’s ed., p, 32). 

2 Bk. I, Chap. VI (Cannan’s ed., p. 49). 

3 Bk. I, Chap. VI (Cannan’s ed., p. 49). “Of the Component Parts of the Pri(',e 
of Commodities.’’ 

Bk. I, Chap. VI (Cannan’s ed., p. 56). 
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But whilo pursuing this thread of thought, the reader of the 
Wealth of Natiom is struck with atiotlier use of the labor element 
ill regard to value. For (ixamjile, it is statcid that the value in 
exchang(^ of any commodity “is equal to the quantity of labour 
which it enabhvs him [the owner] to purchase or command. 
Labour, thenTonj, is the real measure of the exchangeable value 
of all commodities.'^ ^ Here the id('a obviously is that labor is 
the measure of valium: what a thing is worth may be learned by 
finding out how much labor it will “command." 

At several points tlui two ideas, labor as cause or determinant 
vs. labor as rm^asun', are brought into juxta])Osition. At the 
very outscit, th(' twofold aspi'ct is suggestc'd in the statement 
that the fund of national wtailth consists “either in [1] the im¬ 
mediate produce^ of that labor, or in [2] what is purchased with 
that produce' from othe'r nations." Then the distinction a]v 
pears cl(*arly in tlu* following sentemoe: “. . . [1] the quantity 
of labour commonly (‘mployed in acquiring or producing any 
commodity, is the; only circumstance which can regulate [2] the 
quantity of labour which it ought commonly to purchase, com¬ 
mand, or exchange' feir." ^ 

In sheirt, in eirde'r to understanel Smith's theory of value it 
se'cms absolute'ly ne'ce\ssary to keep in mind the distinction 
betweH'ii cause' anel ele'te'rminant, ein the one hanel, and measure, 
on the e>the'r. On the' erne' hand, labeir is spoken of as an amount 
e)f toil or trouble of acquirement, as a quantity empbyed in 
I)rodue*tie)n, “what it re'ally ceists the pe^rson who brings it to 
market," e*te*. The'se' things “/re/w/edc" value, while the quan¬ 
tity of labe)r a thing e'xe*hange's for is “the re'al measure" of 
('xchange^ value'. To what exte'iit this distinction was consciously 
made? by Adam Smith cannot be said, but it seems more than 
mere chance that the usage is so consistent. 

Of the two ways of looking at the problem, the labor-cost- 
determinant is the more fundamental. It is the labor required 


* Bk. I, Chap. V (Cannan’s ed., p. 32). 

^ Introduction (Cannan’s cd., p. 1). 

® Bk. I, Chap. VI (Cannan’s ed., pp. 49-50). 
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in production that so limits tho sui)ply of a )3rodiie('abl(' com¬ 
modity as to insure a purchasing power, some use for it l)(‘ing 
assumed. 

That Smith had it in mind that what determines th(' amount 
of labor a thing will command is the amoun" of labor (and 
capital, after the accumulation of stock) it contains, is quite' 
clear. Before the accumulation of sto^'k, etc., if division of 
labor had been carried out, goods ‘Svould have been prodiUH'd 
by a smaller quantity of labour; and as the com modi tie's pre)- 
duced by equal quantities of labour would naturally in this 
state of things be e3xchanged for one anothe'i*, the'y woulel have 
been purchased likewise with the produce e>f a smalle'r ejuan- 
tity.” ^ Or, speaking of precious metals, he re'marks, “As it 
costs less [1] labour to bring those metals frean the' mine' to (he 
market, so when they wore brought thither tlu'y coulel [2] j);ir- 
chase or command less labour. 

This being so, how are we to express the amount of j)urchas- 
ing power or value in the ceanmodit^? As lal)or e*('asi‘s to be 
the sole cost this questiem becomes e)f incre^ase'd signifie*ance‘. 
Money and corn so vary in this power to ceanmanel otlu'r com¬ 
modities that they are hardly suitable, so Smith n'sorts to 
labor again, this time as a measure. Under ordinary conditions 
the laborer “must always lay down the same ])ortion of his 
ease, his liberty, and his happiness.^^ He may r(‘(*c'iv(' mon' or 
less goods, but the labor price h(i pays for them remains tlu* sanu' : 
their value varies, not that of the labor which i)iirchas(is tlu'm.*^ 

It is perhaps worthy of note that the conc('])t of lab{)r as tlui 
measure of value becomes more and mon.' promiiK'iit as Smith 
develops his idea of an advanced state of society in whiidi labor 
is not the whole purchase price of goods. 

It is to be regretted that Smith was not more clearly con¬ 
scious of the distinction between the causation and th(' nu'asunv 
ment of value. If he had understood that the ascertainment of 

^ Bk. I, Chap. VIII (Cannaii’s ed., p. 66). 

^ Bk. I, Chap. V (Cannan’s ed., p. 34). 

3 Bk. I, Chap. V (Cannan’s ed., p. 35). 
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the cause of the quality of being valuable do(\s not necessarily 
afford a in(‘ans of measuring the? quantity of valu(‘, he might 
have given us a monj satisfactory (‘xplanation of why different 
things have diffiTcnt (iuantiti(‘s of value, — which is the prob- 
l('m of the det(‘rmination of value. 

Such being the basis for his cost theory of objective exchange 
value, th(' (pK'stion as to its application and s(*r\iceableness 
arises. Smith hims(‘lf states that vaiu(‘s are not adjusted by 
any accurat(‘ m('asur(», but according to a rough aj)proximation 
to (‘(piality, through the higgling of thr; market. His idea is 
that th(‘ average labor cost may be used. Taking the laborer 
of ordinary or av(?rage skill, stn'iigth, and health, a day’s work 
will always involve* the same* amount of disutility, — the same 
sacrifice* e)f evise*, libe*rty, and hai)piness. In Chapter VI he 
make's alle)wance for the eliffe‘re»ncei in hardship, skill, etc., char- 
ae*teristic of differe*nt exTupatiems; and, while steering peril¬ 
ously near to intrexlue*ing a elisce)rdant utility element, he con¬ 
cludes that fre'ejuently the' e*exnpe'nsation for skill is equivalent 
to one' for the* time* and labe>r spe*nt in acquiring skill. 

Smith eliel ne)t have* the* ide'a e)f marginal costs to fall back 
upon. Inste*ael, he* use's the ele'viev e)f an average man under 
average* circumstance's. If this use of the ave'rage* man be con- 
sielere^d, and if it be remembere*d, furthermore, that Smith 
sex'ks te) determine value* only indire'ctly and through cost, his 
reasoning dex's not se*e*m to be e)pe'n to criticism on the ground 
of a lack of he)me)ge'neity in environme'ntal conditions, or in 
quality of labe)r, in so far jus a given occupatiexi is concerned.* 
The conce'ption of an avenige labor cost under Jiverage condi- 
tie)ns for an Jivenige we)rkman of a given grade, secerns imprac- 
ticable^ and even unreal, but does not appear illogical. 

Nor is he inconsiste'iit in his use of corn, moiie^y, and labor 
as me'jisure's; fe;r he* tjikes up the* twe) former as merely the more 
expedient, basing their validity upon their jibility to command 
labor. 

* But cf. Davenport, Value and Distribution^ p. 9. Sec l3elo\v, pp. 492-494, 
where Marx takes up this same problem. 
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Holding the idea he did of value as an objective exchange 
relation, however, his quest of a long-time or absolute standard 
is inconsistent. 

It remains to be noted that Smith made the distinction 
between natural price and market price. When the price just 
covers the ordinary rate of rent, wages, and profits expended 
in preparing and marketing the commodity, it sells at its 
‘‘natural price.'' The market price may be above or below 
this, depending upon the supply actually on the market and 
the “effectual demand" — the demand of those who were 
willing to pay the natural price.^ “The natural price itself 
varies with the natural rate of each of its component parts, of 
wages, profit, and rent; and in every society this rate varies 
according to their circumstances, according to their riches or 
poverty, their advancing, stationary, or declining condition." ^ 

Smith also suggests the importance of demand as deter¬ 
mining supply. 

The Classes of Society and Their* Interests. — According 
to Smith, there are three great original constituent orders of 
civilized society: they consist of those who live by rent, those 
who live by wages, and those who live by profit. Others derive 
their revenue from these. The interests of these classes may 
diverge one from the other, and from the general interest of 
society. That of the rent-takers, however, is connected insep¬ 
arably with the social interest, and might safely be taken as a 
guide for legislation.® But as their revenue requires neither 
labor nor care, they are indolent and unsuited for public office. 
Likewise, the interests of the wage earners are strictly connected 
with those of society, out so ignorant are they that they cannot 
understand their own or society's needs, and their voice has 
small weight. The third order of men, those who live by profit, 

' Bk. I, Chap. VII (Cannan’s ed., p. 68). 

* Ibid. (Cannan’s ed., p. 66). 

3 This was not consciously so with the landlord. “ It is to no purpose that the 
proud and unfeeling landlord views his extensive fields, and, without a thought 
for the wants of his brethren, in imagination consumes, himself, the whole har¬ 
vest that grows upon them.*’ {Theory of Moral Sentiments, pp. 348 ff., Ist ed.) 
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have interests quite at variance with those of society. They 
necessarily desire to narrow competition. They are acute, but 
selfish, and commercial legislation proposed by them should 
be regarded with suspicion.^ 

The determination of the shares of these orders, then, be¬ 
ginning with wages, is the problem to be considered next. 

Wages. — As in many other instances, so in his statements 
on wages. Smith is not clear-cut. In the Wealth of Nations, 
may be found traces of virtually every wage theory ever de¬ 
veloped. In general, howevet, his doctrine is that wages de¬ 
pend on labor supply and demand. On the one hand, the 
supply is limited and a minimum is set by the price of the neces¬ 
saries and conveniences of life, or, as he puts it in another 
place, by the ordinary or average price of provisions.*' * On 
the other hand, is the demand for labor, which depends on the 
suri)lus stock of the nation, or the national wealth. The in¬ 
crease in this stock is the important thing. If there be an 
advancing state of society, the demand is great and wages are 
high.’ If there be a relative increase in any trade, there will 
be a rise of wages in it.^ 

By necessaries,” Smith understood whatever the custom 
of the country renders it indecent for creditable people, even 
of the lowest order, to be without.” ? 

While he argued that in Great Britain wages were consid¬ 
erably above the subsistence level, yet he held that in the 
stationary state of society laborers would “naturally multiply 
beyond their employment,” and wages soon be reduced to 
the lowest level “consistent with common humanity.”® 

* Wecdth of Nations, Bk. I, Chap. XI, conclusion (Cannan’s ed., p. 249). 

* Bk. V, Chap. II, part ii, art. iii (Cannan’s ed., p. 348). 

* Bk. I, Chap. VIII (Cannan’s ed., p. 71, et passim ). 

* Bk. I, Chap. X, part ii, 3d argument (Cannan’s ed., p. 136). 

* Bk. V, Chap. II, part ii, art. iv (Cannan’s ed., p. 354). 

* The pessimistic effect of such passages is evidenced by the following quota¬ 
tion from Weyland’s Population and Production, 1816. ". . . it follows that it is 
also our duty to use every exertion for the purpose of preventing a country from 
resting in the stationary condition, which Dr. Smith designates as ’hard’ and 
‘dull,’ or from sinking into the declining state, which is described as ’miserable’ 
and ’melancholy’” (p. 6). 
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Indeed, anticipations of Malthusianism appear more than 
once/ 

Moreover, certain passages plainly suggest the wages-fund 
idea. ^^The demand for those who live by wages, it is evident, 
cannot increase but in proportion to the increase of th(' funds 
which are destined for the payment of wag(\s,’^ tliese funds 
being the employers' revenue surplus ovc'r their own subsistence 
and any “stock" not necessary for their own employment.*^ 
And again he speaks of “the funds destined for the j)ayment 
of wages." 

There can be no doubt that Adam Smith was very vvc'll dis¬ 
posed toward laborers as a class. As forming th(' gn^atcT part 
of society, what benefited them could hardly harm th(' wluJe. 
No society could be truly flourishing and happy, with its labor¬ 
ing classes poor and miserable. “It is but (‘quity, Ix'sides, that 
they who feed, cloath, and lodge the wliole body of th(‘ i)eople, 
should have such a share of the produce of th(‘ir (nvn labour 
as to be themselves tolerably well fed, cloatluxl, and lodged." ® 

As one turns the pages of the Wealth of Nafionsy and obsorv^es 
its lack of system, it is easy to see liow the Socialists luu^e 
drawn inspiration from its words. To begin with, thcTo is a 
deductive, naive account of early society. In this stage, or 
“originally," as Smith gonerally says, cAcTything is bought 
wdth la})or, and everything belongs to the labona-. ddnai conu's 
appropriation of land, — and we are n'miiuk'd that tlu' land- 
owner loves to reap where he has not sown. And, thirdl}^, 
accumulation of stock follows. At points, his words suggest 
that these agencies take a part of what labor really produces. 
The last quotation, for example, does so. But it is only a super¬ 
ficial reading that allows such a conclusion. Smith clearly 
states that capital is necessary to manufacturers, and trade 


^ “Every species of animals naturally multiplies in proportion to the means oi 
their subsistence, and no species can ever multiply lxiyon(i it." Bk. I, (jhap. VIIl 
iCannan’s ed., p. 81). 

- Ibid (Cannan’s ed., pp. 70-71). 

^ Ibid. (Cannan’s ed., p. 80). 
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to the conv(‘nionce of soci(ity, implying its productivity.^ And 
no OIK' cun well n^ad the introduction to Book II and say that 
Smith d(‘ni('d either productivity or importance to capital, or 
that h(j desin'd a return to his original state. 

Profits and Interest. — The increase of stock, which raises 
wages, tends to low(‘r profit. Whiai the stocks of many rich 
m(?rchants are turiK'd into th(i same trade, their mutual com¬ 
petition naturally tcaids to lower its profit; . , ” ^ These are 
the words with which Adam Smith explains the forces which 
determiiK' profits. “They an^ regulated altogether by the value 
of the stock (‘mployi'd, and an* gn^ater or smaller in proportion 
to the ext(*nt of this stock/^ he sa\s in another place.® The 
competition of capital k(‘(‘ps profits down,^ and in an advancing 
vstat(' wIk'H' wealth incrcMises they an* lowest, thus moving 
ordinarily in the opposite* direction from wages. 

The idea of a minimum rate is not clearly worked out. One 
may inf(*r that if, from the* lowest competitive price at which 
the d(‘al(*r is lik(*ly to s(*ll his goods for any considerable time, 
wages and rent are* eleducte*d, the remainder is profit.*^ ‘‘Unless 
the*\' yie*ld him this jinifit, . . . the\y do not repay him w^hat 
the\v may ve'ry j)n)pe*!iy he* said to have n*ally ceist him.” More 
specifically, he says that the* le)we*st ordinary rate of profit must 
be something me)re than what is suffie*ient to compensate the 
occasional le)ss(*s to whicli the emple>vment e)f stock is expe)sed.® 
Elsewhere he so write*8 that it may be inferred that profits 
must cover the ceists iiu*urre*el by the employing capitalist in 
advancing wage's to his laborem; when the capitalist does not 
himself empleiy his capital, })art of the profits naturally belongs 
to the borrower, whe) runs the risk and takes the tremble of 
employing the capital.^ The other part in this case is interest, 

* Hk. II, Chap, v ((’annan’s cd., pp. :i40-a41). 

* Bk. I, Chap. IX (e’aniian's cd., p. 89). 

^ Bk. I, Chap. VI (C’aiinan’a ed., p. 50). 

* Bk. I, (^hap. IV (Carman’s ed., p. 335). 

‘ Bk. I, C’hap. VII. But profits may rise so high as to encroach on rent, Bk. I, 
Chap. IX (Caiman’s cd., p. OS). 

* Bk. I, (3iap. IX (Caiman’s wl.. p. 07). 

’ Bk. I, Chap. VI (e.g.. Caiman’s ed., p. 64). 
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and Smith thinks its minimum “must be something more 
than sufficient to compensate the occasional losses to which 
lending, even with tolerable prudence, is exposed/' ^ 

Smith is fairly consistent in using “profits" to indicate the 
return upon capital — what “can be made by the use of a 
capital," — while “interest" is a part of profits and refers to 
the price which can be paid by a borrower for the use of capital. 
His use of the terms “gross profit" and “neat or clear profit" 
is not very definite, it being left for his followers. Senior and 
Mill, to develop the analysis. He differs from them markedly 
in his distinction between wages of superintendence (“inspec¬ 
tion and direction") and profits,^ for he appears to exclude such 
wages from the latter return. 

Two exceptions are made to the statement that wages and 
profits move in divergent directions: in new colonies both wages 
and profits may be high; and in the “stationary state" both 
wages and profits may be low.^ 

Profits so vary from day to day, by reason of change in prices 
and fortune, that it is impossible to determine their average 
rate; but some notion may be formed of their course from the 
interest of money, which they closely follow. 

Rent. — In the Wealth of Nationsj the treatment of land 
and rent begins with the well-known dictum that when the 
land of a nation has all been appropriated, the owners demand 
a rent even for its natural produce. The laborer then has to 
pay the landowner for the license to gather the fruits of the 
earth, giving the latter a part of what his labor collects or pro¬ 
duces, that is, rent.^ 

This rent is the highest price which a tenant can pay his 
landlord. Its natural rate will leave the tenant only wages and 
profits. If the price of his produce yields him more than this, 
the landlord can and will exact it. “The rent of land, therefore, 

^ Bk. I, Chap. IX (Cannan’s ed., p. 98); italics author’s. 

* Bk. I, Chap. VI, paragraphs 5 and 6 (Cannan’s ed., p. 50). 

* Ibid. In the latter case Smith must mean real wages, as the high prices of sub¬ 
sistence in the stationary state would cause high money wages. 

* Bk. I, Chap. VI. Compare Hume’s essay. Of Intereat. 
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considered as the price paid for the use of land, Is naturally a 
monopoly price/' ^ This rent varies with the fertility and the 
situation of the land. If distant from the market, a greater 
amount of labor is required, and the surplus remaining for the 
landlord is diminished. Hence, good roads, canals, and rivers, 
equalize rents. 

p]xcept for calling the landowner a monopolist and his rent 
a monopoly return, the main outlines of Smith's treatment of 
rent as the income of the landowner, agre(i with more recent 
thought. It is in the discussion of the relation of rent to price 
that he is inconsistent. In the foregoing account of his theory 
of value, it was remarked that he included rent as a cost. Yet 
in his chapter on rent he makes its amount depend upon price 
rather than enter into the determination of price. This contra¬ 
dictory treatment seems inexcusable, for we know that Smith's 
attention was called to the error of making rent a price-deter¬ 
mining cost along with wages and profits. ^ The explanation 
appears to be that, lacking the concept of the margin, in the 
first instance he confused the causes of higher prices for agri¬ 
cultural produce with rising rents. And it seems likely that 
there was a further confusion between the idea of entrepreneur's 
expenses and general (social) costs. Between the two, he became 
confused. In some cases, as, for example, in saying that the 
natural price of a commodity is the one just sufficient to pay 
rent, profits, and wages, he undoubtedly takes the individual 
business man's point of view. Again, when he says that the 
total produce of a nation, or its price, is divided into three 
parts, he merely has in mind the obvious fact that rent and 
wages and profits must all be paid from this total produce. 
But at other points, he speaks as if he is considering rent to 
be a deduction from labor's share, and to that extent to be 
substituted for the original labor cost of products. Rent 
would thus enter into the determination of value, as if in lieu 
of labor. 

In any case, his ideas were not well formed, and he shifts 

> Bk. I, Chap. XI. * In correspondence with Hume. 
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his poinO of view. In this matter of the relation of rent to price, 
the philosopher-economist was working into new fields. 

Public Finance. — Smith points out two sources of public 
revenue: the funds, land, and capital of the state; and taxes. 
He favors the use of the latter alone. Then come the four cele¬ 
brated canons of taxation: (1) taxes should be levied according 
to the ability of those who pay them; (2) their amount should 
be certain and known; (3) their levy should be in the manner 
most convenient for those taxed; (4) and they should be so 
contrived as to be most economically collected. 

Whether or not these canons of taxation were all original 
with Smith,^ his formulation attracted great attention, and 
their influence, through his writing, has been notable. 

Of course, all taxes must be draw^n ultimat(*ly from rent, 
profits, or wages; and these sources are nwiewed for the pur¬ 
pose of ascertaining the best, the conclusion being that capital 
and wages should not be taxed, directly, at least, and that rent 
forms the best basis. Assuming that profits are equalized by 
competition, a tax on this order of revenue would be borne by 
the consumer. In any case, it would be vc^ry difficult to assess 
and collect. (In this connection, too. Smith argues against 
taxing transfers of property by sale or inheritance.) As to 
wages, a tax on this share would, in the long run, fall on the 
consumer, — in fact, prices would be raised by an amount 
greater than that of the tax. 

. Thus rent remains as the most dcsira\)le source, and in the 
last analysis Smith’s position is similar to that of the Physio¬ 
crats. But he differs from the proponents of the irnpot unique 
in advocating taxes on luxuries. In this way, the capitalists 
and landowners might be reached as consumers. 

In discussing the land tax. Smith, although he does not seem 
to suspect that he is disturbing the harmony of his system, 
allows several departures from thu let-alone policy. It requires 
little reflection to show that levying taxes in such a way as to 
encourage one method of production and discourage another, 

^ See above, pp. 160, 210. 
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is v(*ry fur in the way of govcirnmental interference in 

private (‘conoinic? affairs. 'Fhos when Smith favors taxing at 
a lower rat(‘ those' landlords who cultivate th(*ir own lands, or 
levying a spc'cially high rate on those who restrict the freedom 
of their tenants, he thereby advocates a virtual departure from 
lainHer faire,^ 

Government Interference: Laisser Faire. — In passing to 
Book V, ‘^1'he Rev(*nue of the Sovon'ign or Comnionwealth,” 
Smith takc's occasion to make a formal statt*menL of the im¬ 
portant duli(*s of the sovc'n'ign ac'cording to the “s^^stem of 
natural lilx'rty.^’ These iluties or functions are as follows: 
(1) ‘^th(' duty of prot('ctiiig society from the violence and in¬ 
vasion of otlu'r ind(‘p(‘ndent soci(*ties; (2) the dut}^ of protecting, 
as far as possible*, (*v(*ry ineanber of society from the injustice 
or oppnvssion of (‘V(‘ry othiT mcanber of it, or th(i duty of estab¬ 
lishing an (*xact administration of justice; and (3) the duty of 
(‘iH'cting and maintaining ce'rtain public works and certain 
public institutions, which it can never l)e for the interest of 
any individual, or small number of individuals, to erect and 
maintain, . . . though it may frequently do much more than 
n'pay it to a gn'at soci(*ty/^ ^ The thn'c dutie's are, therefore, 
briefly: (1) protend ion against foreign states; (2) the aiJminis- 
tration of law and justice'; (3) the establishment and mainte- 
nanc(i of c(*rtain public wnirks and institutions. Number (3) is 
divided into («) the institutions and public works in favor of 
trader and commerce', as stri'e'ts, canals, harbors, embassies, 
fortifications in countru's belonging to barbarous peoples; (6) 
the* (‘ducation of the* youth, i.e., a school system; (c) the educa¬ 
tion of the ('iitire people, i.e., the Church. 

The* nation ought to be protecte'd b}" a paid army subject 
to the* authority of the king. Government in civilized states 
should make it the inte're'st of a part of the people to become 
good soldiers. This matter may not be left to itself. Self-interest 
of private individuals is here an insufficient motive power. 

* Hk. V, (’hap. II, \rt. 1. 

* Bk. IV, Chap. IX (Cannan’s ed., p. 185). 
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The last two classes of duties should be performed as far as 
possible by the people acting under the impulse of self-interest: 
but the state must see that they are performed. Even judges, 
according to Smith, should compete with each other like mer¬ 
chants. Each one should strive to draw to himself the larg(‘st 
possible number of cases, and earn his living by court fees and 
stamp duties. The one who did most business should receive 
the most pay. Fees should be withheld from the judge until 
the process is determined, in order to incite the court to dili¬ 
gence and to expedite business. Streets should be kept in onh'r 
by tolls; harbors by port duties. He holds that Church and 
State sliould be independent of each other. 

The Church, the school, streets, harbors, and similar public 
works are beneficial to the entire society, and it would really 
be no injustice if society were required to defray the expense of 
their establishment and maintenance; but as they benefit espe¬ 
cially those who use them immediately, it is to be recommcmded 
that such users pay for them. TJiat Smith is able to take both 
views of the matter and allow that both may be perfectly right, 
shows how little inclined he was to be a mere doctrinaire. 

Outside of these general social and economic functions, how¬ 
ever, no inconsiderable dispute has existed over the extent to 
which Adam Smith favored government interference. Some 
have maintained that he held that the unrestrained action of 
selfishness leads to the highest attainable prosperity of the com¬ 
monwealth; others, that he recognized the necessity of a con¬ 
siderable activity on the part of other forces for the attainment 
of the highest degree of prosperity. 

The truth appears to be that in all ordinary cases, according 
to Smith's idea, the ^‘natural" action of private self-interest 
leads to the most perfect organization of social and economic 
relations and to the greatest welfare of all. Thus he argues that 
‘‘the patrimony of a poor man lies in the strength and dexterity 
of his hands; and to hinder him from employing this strength 
and dexterity in what manner he thinks proper without injury 
to his neighbor, is a plain violation of this most sacred property. 
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. . . The affected anxiety of the lawgiver is evidently imperti¬ 
nent {IS it is oppressive/^ And again, he states that every in¬ 
dividual is continually exerting himself to find out the most 
advant{igeous employment for whatever capital he can com¬ 
mand. It is his own advantage indeed and not that of the so- 
ci('ty, which he has in view. But the study of his own advantage 
naturally, or rather necessarily, leads him to prefer that em¬ 
ployment which is more advantageous to the society.'^ 

^rh(*se excerpts seem to make Smithes position clear enough, 
Ihit two modifications are to be noted: he states that class in- 
t('rests mtiy run counter to those of society; and he admits 
sevc'nil particular ('xcf'ptions to the general principle of laisser 
fa ire. As to the former, it is a modification, not a contradiction, 
of the l('t-alone principle. '^I'hat Smith did not believe in an 
entire harmony of chiss interests is tnie; but it does not follow 
that he should hav(‘ called in the aid of the state authority, nor 
did he. Tlu^ idea limits his optimistic conclusions rather than 
conflicts with his kusser-faire doctrine. 

Put in concr(*te terms, the exceptional cases in which the gov¬ 
ernment might properly interfere, were: — 

a. In Foreign Commerce. — Taxes on imports were justifiable 
in order to make a nation self-sufficient in such things as salt¬ 
peter, and in shii)ping (Navigation Acts); and also, if goods 
produced at home were taxed, imports of these goods should 
bear a similar tax. If English products were taxed in foreign 
countries, it would then be '*a matter of deliberation'’ whether 
foreign taxation could not be abolished by retaliatory duties. 
A duty on exports of wool was to be favored under certain cir¬ 
cumstances. ^ 

b. In Banking. — Where the liberty of a few endangers the 
liberty of the whole society, it ought to be restrained by law.* 

c. Interest Rates. — Smith thought that the rate of interest 
should be legally fixed, though with due regard to the market rate. 

1 Bk. IV, Chap. VIII (Canaan’s ed., p. 162), several of these exceptions not 
allowed until .‘Id cd., 1784. 

* Bk. II, Chap. II (Cannan’s ed.. p. 307). 
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d. Education, — In the case of those who could not afford an 
education, the government might profitably provide for free 
schooling. 

Besides these, and the interference suggested in the taxation 
of rents, ^ there are certain places in which Smith oxpn'sses ap¬ 
proval of interference by the state; as, for example', wIk'H' Ik' 
speaks of measures intended to regulate the relations b(‘tw('(‘n 
laborers and employers, in framing which the government takc's 
advice of the latter only. He says of this case: WIk'ii 1 Ik' n'gula- 
tion, therefore, is in favor of the workman, it is always just and 
equitable. . . “ 

Philosophy and Method. — Some of the particular aspects 
of Adam Smithes philosophy have already been pointed out, — 
its assumption of the “naturaV' its self-inter(\st basis, its l(‘t- 
alone policy. When, however, it comes to placing him in oik' or 
the other of the two great groups. Idealists and Materialists, 
the matter is not so simple. A well-known German e(*onomist, 
for instance, declares Adam Smith and Kant to he at oiu'.® 
According to this view, he might be rated as an idealist. On tluj 
other hand, a great majority would consider the Wealth of Na¬ 
tions as dominated by materialistic ti'iidencies. In so far as 
his belief about the natural tendencies of men in their industrial 
relations is concerned, the latter view api)ears sound. The fruits 
of its influence show it. 

Yet just as his free trade teaching was not unqualified, so the 
philosophy displayed in the Wealth of Nations is far from sim¬ 
plicity and consistency. Smith the practical man, drawing 
conclusions from the business world, Smith the thoroughgoing 
individualist. Smith narrowly limiting productivity to vendible 
commodities and speaking of men as “other commoditi(‘s,'^ ^ 
Smith of utilitarian tendencies, tended to emphasize material 

^ Above, p. 228. 

* Bk. I, Chap. X, Pt. ii (Canaan’s ed., p. 143). 

® Oncken, Adam Smith und Immanuel Kant (1877). 

* Bk. I, viii (Canaan’s ed., p. 82). “It is in this manner that the demand for 
men, like that for any other commodity, necessarily regulates the production of 
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things; and this was the dominant Smith. To this Smith, a 
man’s carcMa* is dotcjrmined by environment; ^ division of labor 
dominate^s eliaract(T, ratluT than vice verm; ^ and men arc the 
pawns in a gr(‘at machiiKi-like game of nature.^ On the other 
hand, and half-(*onc('aled in tlie Wealth of Nations at least, there 
was anotluT Smith who somewhat limited his optimistic in¬ 
dividualism, who tacitly d(‘duced conclusions from ul(‘al postu¬ 
late's, who (*mphasiz(*d the* social point of view, and who opposed 
duty and meiral ceinsideTations te> the ‘Siatural.” 'I'his was the 
Smith who wreite* the Thcorij of Moral St utimentSy and he shows 
cle*ar trae^e's eif an iele*alistic t(*ndency. 

The* difficulty in classifying Smith’s underlying phileiseiphy 
is unde)ul)te*elly elue* in part to the nature e)f the subje*ct as he 
cone.‘e*iveHl it. Te) him, e‘ce>ne>niics conc(‘rn< the wealth of nations; 
ee*onomic aetivity lie*s in the* pursuit eif wealth, and chiefly 
mate‘rial we*alth; anel the* mainspring ejf ee*onomic activity is 
self-inte*r(*st. Thus he* al)stract(*el e*eM)ne)mic life* freim other hu¬ 
man activitie's and motive's. As J^emar has admirably e)bservTd, 
his “syste'in eif natural hl)e*rty wendd not le*ael to perfect eron- 
oiny unle'ss m(*n an*, feir the* sake* eif the argume*nt, Mip])e)sed to 
be* infallible in judging the*ir inte*re*sts anel single*-minded in 
pursuing the*m.” ‘ It is, j)e*rha])s, true te) say that Aelam Smith’s 
mat(*rialism lie's meire* in his e*e*e)ne)mic man than in liimself, and, 
the'H'fore*, that any e)ble)eiuy ejn this score harks back to his ab¬ 
stract ie)n. 

Jhit Aelam Smith can hardly be e*alle*d a utilitarian in philos¬ 
ophy, the)ugh he* give*s the* id(*a of s(*lf-inten'st gr(*ater play than 
did the Physieicrats. Like the*m, he* had a metaphysical idea of 
a natural eirele'r. It is true that as a harel-lu*adcd Scotchman he 
coulel ne)t ge) the full le*ngth the Physie)crats were willing to go in 

‘ Smith thought men wort* born with iniual capacities. 

‘ Hk I, ii ((’annan’s cd , pp 7-S). 

^ See Tkcunj of Moral Scnlino nt.s, pp. 290-292 (1st cd.). 

AccordiiiK to lionar, Adam Smith thoupht of iiulustrial proRress as nature’s 
doinR, not man’s: “It was accordiiiK to law, but not a law of man’s m.akinR, 
indeed man could not try deliberately to make it without spoiling the work of na^ 
ture.” (Philofi. ami Pol. Kcon., p. 174.) 

* Philosophy and Political Ecofioniy^ p. 178. 
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subordinating everything to this order. In any conflict between 
the ‘‘natural/' on the one hand, and the expedient or practical, 
on the other, the latter won in Smith's mind. He tended to find 
justification for what was ‘‘useful." It may be said that his kind 
of nature philosophy was ultimately based on utility. He was 
no utilitarian, however, in the sense that Bentham, Ricardo, and 
Mill were: he was not so thoroughly rational in his thought, nor 
did he have the pleasure-and-pain calculus worked out by ]3en- 
tham and Mill. His use of utility was veiled, as it were, by his 
nature philosophy. 

In his Theory of Moral Sentiments^ moreover, he makes virtue 
for its own sake a primary consideration.^ Though, together 
with the Physiocrats, Smith was instrumental in bringing about 
a formal separation of Political Economy from so-called Moral 
Philosophy and Jurisprudence, — and this is one of his service s, 
— his philosophy and that of his successors has an ethical ele¬ 
ment.^ The assumed naturalness of perfect competition was the 
criterion. As a general proposition, if freedom to compete were 
encroached upon, the encroachment would be wrofig. Their 
philosophy is in this regard, then, not unlike the just-price idea, 
“natural law" being substituted for the law of clergy or state. 

On the score of method, the same duality api)ears, and one 
writer is found stating that Smith established “a d(iductive and 
demonstrative science," while another holds that the Wealth of Na~ 
lions consists simply of practical and common-sense suggestions. 

As long ago as 1870, Cliffe Leslie expressed the following 
analysis of Smith's reasoning which seems to be essentially 
sound: “An examination of Adam Smith's philosophy enables 
us to trace to its foundation the theory upon which the school in 
question has built its whole superstructure. The original founda¬ 
tion is in fact no other than that theory of nature which, descend¬ 
ing through Roman jural philosophy from the speculations of 
Greece, taught that there is a simple Code of Nature which hu- 

^ E.g., p. 203 (1st ed.). 

* Indeed it is not free from theological premises. Cf. Leslie’s Essay on the 
“Political Economy of Adam Smith,” Fortnightly Remew, Nov. 1, 1870; repub¬ 
lished in Essays in Political Econ/omy and Moral Philosophy, 
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jiTian institutions have disturbed, though its principles are dis¬ 
tinctly visible through them, and a beneficial and harmonious 
natural order of things which appears wherever nature is left to 
itself. In the last century [the eighteenth] this theory assumed 
a variety of forms and disguises, all of them, however, involving 
one fundamental fallacy of reasoning, a priori from assumptions 
obtained, not by the interrogation, but by the anticipation of 
nature; what is assumed as nature being at bottom a mere con¬ 
jecture n^spccting its constitution and arrangements. The polit¬ 
ical i)hilosophy flowing from this ideal source presents to us 
sometimes an assumed state of nature or of society in its natural 
simplicity; sometimes an assumed natural tendency or order of 
events, and sometim(.‘s a law or principle of human nature; and 
th(\se diffcr(‘nt aspects greatly thicken tlie confusion perpetually 
arising l)('tw(‘(‘n the real and the ideal, between that which by 
the jissurnption ought to be, and that which actually is. The 
philosof)hy of Adam Smith, though combining an inductive in¬ 
vestigation of the real order of things, is pervaded throughout 
by this theory of nature, in a form given to it by theology, by 
political history and by the cast of his own mind.^' 

Thus he assumes a priori the existence of an ‘‘original state” 
which is the “natural order.” Moreover, certain instincts are 
derived by the same method, and their working in the original 
state is deduc(?d. For example, men are assumed to have a 
natural ])ropeiis ty to “truck and barter,” from which division 
of labor results. And, again, a desire to better his condition, and 
to live iis much at his case as possible, is taken for granted as 
characterizing every man. ^ Empiricism prevails over rationalism. 

The conclusion is that Smith's underlying philosophy was in¬ 
dividualistic, with a strongly materialistic tendency; but that 
it was hardly utilitarian, though containing the germs of utili¬ 
tarianism and tending in that direction. 

His method wiis a combination of induction and deduction, 
the latter predominating in his broadest and most fundamental 
reasonings. 

» Bk. U, Chap. Ill (Cannan’s ed., p. 323). 
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Practical Influence. — F]nglishmeu delight to call Adam 
Smith the Father of Political Economy. While it is possible 
that this title should bo shared with Turgot and Quesnay, tlu'n* 
is no doubt that the Wealth of Nations became the cornerstone 
of economic science. Those who went before, prepared the way 
for him; those who came after, carried on his work, either build¬ 
ing upon the foundation of his thought, or endeavoring to correct 
liis errors. Those who have not, have for the most part held that 
a positive science of economic value is impossible. 

Buckle, who appears to have looked into the matter, said 
that the first notice of the Wealth of Nations in Parliament, so 
far as he knew, was in 1783, and that it was mentioiu'd s(‘V(M*al 
times there between that date and the close of the c('nturv. 
After some intervening remarks he adds: We'll may it be' said 
of Adam Smith, and that te)o without fe'ar of ce)ntradie*tie>n, that 
this solitary Scotchman has, by the publicatie)n of e)ne single 
wwk, contributeKl more towards the' happine'ss e)f man than has 
been effected by the united abilitie's f)f all the' state'sme'ii anel 
legislators of whom history has prese'iite'd an authe'iitic ace'ount ” 
Even Bagehot says: ''The life of a!me)st every one in lOnglanel — 
perhaps of every one — is differe'iit and be'tte'r in ce)nseenie'ne*e' e)f 
it. No other form of political phile)sophy has e‘ve*r had one 
thousandth part of the influence on us.” 

There can be no doubt that the political economy e)f Adam 
Smith has had a tremendous practical e‘ffe;ct. The Wealth oj 
Nations has been translated inte) the^ language's of all civili/x'el 
peoples. It has almost everywhere dire'ctly or indirectly in¬ 
fluenced legislation in a markeid manner. In some countries, 
the influence of the principles it teaches has even been toe) great 
to be conducive to a sound growth of institutions. In England 
it passed through five editions while Smith still lived. In 1876 
the centennial of its appearance was celeibrated, and it is one 
of the very few books to which has been awarded the honor of a 
centenary commemoration. 

Tlie statesman, Pitt the yeumger, was a careful student and 
professed follower of Smith, modifying his policy to a certain 
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extent so avS to make it accord more clearly with the principles 
of the Wealth of Naiiom. Had circumstances permitted, he 
would gladly have* gone fartlier in the din'clion pointed out n 
that work, but his plans were crossed by th(j French Il(.*volution, 
as w(j 11 as by the j)r('judice and ignorance of conservative Eng¬ 
land. “Ilis power rested above all on the trading classes, and 
these wercj still ixTsuaded that wealth mc^ant gold and silver, 
and that commerce was best furthered by j(*alou^ moiiopolies.^' ^ 
N<'verth('l(‘ss, he effi'cted a considerable number of important 
economic r(*forms. Holding witii Adam Smith that in the arith¬ 
metic of taxation two and two instearl of making four, some¬ 
times make only one, Ik' removed num(‘r()u.>> customs duties and 
reduced otlu'rs. II(; was thus abh^ to diminish smuggling, and 
increase tlu* reveniK's. Adam Smith ha<l made special mention 
of th(‘ injustie(' of prohibiting th(» importation of Irish eatthi into 
lOngland to j)rotecl tlu' iMiglish farmer, and this prohibition Pitt 
desired to al)olish, as well as the heavy duties on imported Irisli 
manufactun's. One of his first measures as minister was an 
att(unpt to conciliate the Irish by removing the barriers which 
nvstrieted tlaar commerc(' with England. In 1800, after some 
early failures, he accomplished his purpose by the union of Eng¬ 
land and Ir(»land which provided for the ultimate freedom of 
commerce l)etw('en the two islands. 

The Manchester School. — This work of enfranchisement 
wiis carried on and consummated by the Manchester School’^ 
for when, in 1819, Parliament provided for a retention of some 
diitu's b('tween ]^]ngland and Ireland, it was the Manchester 
Chamber of Comnuace which so protested as to cause a re¬ 
traction of that backward step. Although it involves a glance 
ahead into the ninet(‘enth century, just a word concerning the 
school should be presented here. 

The name ‘‘Manchester SchooP' ^ applies to a group of men 
who were activ^e in advocating free trade, and who behoved 

* J. II. Green’s Ilistortj of the Enfjlish Pcoplv, Vol. IV, Chap. III. 

* On the Manchester School see Uo^ers, (\)b(icn and Pohtinil Opinion, IS73; 
Prentice, Ihdoru of the Anti-Corn Law I.iatjuv, 1S.53, Colxlon’s Sptrehrs, oditerf 
by Bright and Rogers, 1S70, Bright’s ^’pccc/ns, eilitcd by Rogers, ISJiS. 
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that a heavy burden of proof rests upon those who would do 
away with laisserfaire in any field. These men w('ro most active 
between 1820 and 1850; their work centered largely in the 
propaganda of the Anti-Corn Law League; and, as the L('ague 
consisted largely of prominent Manchester merchants and 
manufacturers, the Annual Reports of the Manclu'ster Chaml)er 
of Commerce expressed their ideas. Richard Ck)bden and John 
Bright were their leaders. Although the chief imnK‘diat(‘ in¬ 
fluence upon thorn carnc from Kienrelo, they stood for a rovolt 
against regulation and for a practical application of Adam 
Smith’s ideas. Freedom, they n^asoued, is the nat\iral condition 
of the individual, and iirotection is a harmful restraint upon 
industry. It is incorrect, however, to think that as a whole, 
in opposing factory legislation, they ov(‘rlooked humanitarian 
interests. The leaders of the group certainly fa\'or(‘d regulation 
to protect children, while believing that adults should b(‘ free 
to contract. Through Bastiat, as will l)e seen, the school e\(Tt(‘d 
considerable influence in France. In this mamu'r was Smith’s 
influence perpetuated. 

Critical Estimate of Smith’s Wealth of Nations. — An 
eminent follower of Adam Smith, N. W. Siaiior, summed up 
his work in the following terms: ^^The impiiry which C^iu'snay 
originated was pursued, and with still gr(\at('r success, l)y Adam 
Smith. Smith was superior to Qu(‘snay, and jx'rliaps to every 
writer since the times of Aristotki, in the (‘xt(‘nt and a(;curacy of 
his knowledge. He was, on the whole', as original a thinke'r as 
Quesnay, without being eepially suliject to the; common deh'ct 
of original thinkers, a te'iidency to push his favoritci tlu'ories to 
extremes; and in the far greate'r freedom then «allowed to industry 
in Great Britain than in France, and in the gn'ater publicity 
with us of the government rec('ij)t and (^x])enditur(i, luj possesseid 
far greater advantages as an observer . . . assistc'd ))y a style 
unequalled in its attractiveness, he has almost complet('ly supc'r- 
seded the labours of liis pred(icessors.” ^ 

Though Smith’s thought is justly praised for its moderation, 

^ Lectures on PolUicol Economy, 18.52, p. 5. 
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and his styl(3 for its attractiveness, the careful reader notices 
not a f(nv car(‘l(‘ss, ill-(‘xpressed utterances and many incon¬ 
sistencies. Univ(*rsal rules are j^iven absolutely, only to be fol¬ 
lowed by important deviations; now a factor is cause, now 
effect, etc. In spite of his modc'ration, relatively to both prede¬ 
cessors and followers, too, an undue absolutism somewhat rpars 
his reasoiiinj;^. To this (‘xti'ut Senior's estimate must be modified. 
But on the whole it is (‘iniiuaitly just. 

With inoiv sjx'rifir j-efi i'enee to Smithes rontrihution to the 
material of economic thouj^ht, another well-known follower of 
his has said: “In adopting; the disco\’(‘rit‘s of others, he has 
inad(* th(‘m his own; h( has dtanonstrated the truth of principles 
on \\hich his pn'(l<‘C(‘ssors had, in most cases, stumbled by 
chance*; has s(*|)aratcd them fioin the eriors by which they were 
prc'viously encumb(‘r(‘<l; has trac(*d th(‘ir remote conse(tuences, 
and poinU'd out their limitations; has shown their practical 
importance* anel re'al value* ■ th(*ir mutual dependence and re¬ 
lation; and has re‘(lue*e*el the*m into a ce)nsistent, harmonious, and 
beautiful syst(*m.” ^ 

To ])art of this state*m(*nt e)f the case, decided exception is 
to be take*!!, while much more is te) be said. In some instances, 
as in the* the*ory e)f valiu* and re*nt, Smith does not trace remote 
conse*(iue*nc(‘s, ne)r doe*s he* ^how' their de])endence and relation. 
C\‘rtainly th(‘r(* is much hu’king on the score of harmony and 
consist e*ne*y. 

Finally, a critic of Adam Smith makes the following true 
obs(*rvatie)n: “Smitli's t<*aching brought into vogue an entirely 
diff(*re'nt way of contemplating pe)litical economy. It did this, 
first of all, l)y fr(*(*mg investigators' minds from the idea that 
the source e)f wealth is of a v(*ry simi)le nature," and then by 
emphasizing division of labor. “This, in turn, implied that 
production had not Ixm'u carried on in accordance with the dic¬ 
tates of a natural (*conomy, but for the market. . . . Smith's 
chief contribution to economic doctrine was his neatly rounded 

^ M'Culloch, Disrour.sf on the Science of PoUtic/il Economy, Kilinburgh, 1S25, 
p. 50. 
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and bold notion that economic life was a concatenation of proc¬ 
esses of exchange. Herein lay such originality as he i)ossessed. 
He gave the finishing touches to the idea of the ^ordre naturel/ 
the harmonious encounter of numberless individual self-seeking 
economic activities.” ^ 

Ip short, Adam Smith developed ‘Hhe price system,” or value 
economics. He got suggestions from the various English prc'de- 
cessors and contemporaries mentioned at the beginning of this 
chapter. He was helped by Cantillon and the Physiocrats. But 
“Smithianism” is closely identified with “the price systc^m.” 
It puts exchange value at the center of economic life, and re¬ 
gards j)roduction as governed by prices. It leads almost n(‘(*('s- 
sarily to the treatment of “distribution” as based upon some 
process of market valuation applied to the services of the 
“factors” of j^roduction, and having some relation to the price 
of the goods produced. This treatment was to be applied more 
fully by Smithes followers. 

Of the host of adverse criticisms of Smithes reasoning, the 
following seem to be the most fundamentally important: — 

(1) He was at bottom, in his economics, an essentially ma¬ 
terialistic thinker. As Ingram says, “He do(*s not keep in view 
the moral destination of our race, nor regard wealth as a nutans 
to the higher ends of life, and thus incurs, not altogether un¬ 
justly, the charge of materialism.” 

(2) His philosophy was over-individualistic. Its tend(uicy 
was so to restrict the sphere of government activity — in spite 
of the particular exceptions he made — as to be the basis foi 
harmful conclusions. This was in part the fruit of a reactionary 
n(‘gativLsm, which, though much less marked than that of the 
Physiocrats, was deep seated. At the same time, he was led 
into too absolute an assumption or defense of capitalistic “in¬ 
stitutions” which would replace those of Medievalism and Mer¬ 
cantilism. 

Furthermore, his “individual” is an unreal one — too much 

1 Spann, O., The Ilvtiory of Economics, pp. lOD-110. (N. Y. 1930, translated 
from 19th German edition.) 
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of an ^‘economic man,” dominated by the *^sclf love ” and shr(‘\vd 
reileetive elioic(\s of a Scotch trader. This unreality was en- 
courag('d by Smithes resort to the “average” as distinguished 
from the “marginal” man. 

(3) His economics mixes individual and social points of view, 
and on th(‘ whole adopts that of the individual enti(.‘j)reneur. 
This is a twofold criticism (I) It is im])ossible lo build a con¬ 
sistent th(‘ory of (‘conomic values on a mixed basis which shifts 
back and forth betw(Mai (a) w<\‘ilth and <*x| <*iiS(*s as seen by the 
individual busiiu'ss man, and (6) \\(*lfai(' and liuman costs as 
seen by th(i social sci(‘iitist. HI) For the most part. Smith 
proce(‘ds from the (‘ntr<‘j)reneur point of view. He warns of 
claslu's of int(‘r(‘st, but for a solution ho relies chi(»fly upon the 
self-inter(‘st of l)usiii(‘ss m<ai. He mentions “real costs”; but, 
without explanation, he shifts to contractual payments for 
wag(‘s and r(*nt, and d(‘V(‘lops no theory of jirofits. “Capital” 
remains the funds of the capitalist em])loyer. 

(4) Thes(' traits w('re made more harmful by his absolutism 
of theory. In s]nte of bits of historical treatment, he had little 
of the conc(*i)t of r(*lativity, and was led to state his doctrines 
too narrowly and in too sweeping a fashion. 

To be not('d as jiarticular evidence of concrete error, is his 
treatiiKMit both of the jiroductivity of different kinds of labor, 
and of the relation of land nait to price. 

Smith’s chi(*f servic(\s are mostly suggested in the above 
quotations. His breadth of view and catholicity were notable. 
Taking in most of what was best in JOnglish and French eco¬ 
nomic thought, he gave Political Economy a definition and 
distinct content that it had lacked. He brought labor and 
capital into ])rominence, along with the land factor emphasized 
by the Physiocrats. And, imperfect as it was, his discussion of 
value was a marked advance over that of any predecessor. 

Befoixi Smith, economic investigation was too largely taken 
up with the producer of wealth. The producer was the starting 
point. While himself dealing largely with production. Smith 
started from the standpoint of the consumer: “Consumption is 
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the sole end and purpose of all production, and llu' intc'H'st of 
the producer ought to be attended to, only so far as it may be 
necessary for promoting that of the consuiiKa*.” ^ Though 
sometimes overlooked or unexpressed, this has been the ulti¬ 
mate standpoint of the English Classical School. 10 v(mi though 
it has too often been forgotten, the wt'lfare of all consunuas ha.s 
remained implicit in their economics as the ultimate^ t(‘st of 
institutions and policies. 

This test works out through exchange*,^’ and tlu' nuaisure 
is exchange value, which is thought of both as governing i)ro- 
duction and consumption, and as tending to l)ring tluan into 
the best correlation. Such is tiu' syntlu'sis which Smitids d(»- 
velopment of the price syst(‘m sugg(\st('d. 

There are surprisingly few important (‘conomic* id(‘as of which 
there is not some trace in th(' Wealth of Xalions, For (‘xam])le, 
there is the theory of population. This idem Smith sugg(‘sts, but 
he does not work it out. Tlu? gnait i)robl(‘m of ])ohtical (‘conorny 
has been found in the distribution of wealth, and but little 
progress can be made in the solution of this problem until in¬ 
quiry is made concerning llu* ])r(\s(‘nt, as w(‘ll as probable future 
population among which w(‘alth is to Ik' dividinl, and also con¬ 
cerning the effects on its numbers to b(» ('xp(‘(*t(Hl from this or 
that distribution of wealth. Both Turgot and Adam Smith 
mentioned incidentally the (^ffc'cts of an inen^ase^ of population 
upon the wages of the laboring class(\M; but thew did not bring 
the matter forward prominc ntly, nor did thc'y make' any attempt 
to discover and treat scientifically the laws gen ('rning such in¬ 
crease. This work was reserved for Malthus, whose^ thought 
will be examined in a near-by chapter. 

1 Wealth of Nalio?is, Bk. IV, Chap. VIIf (Caiuian’s jd., p. 16U). 



II. Tin: KARLIKR FOLLOWERS 

As aln‘a(ly indicated, the WmlUi of Ndiion.H gaiiu‘fl a rapid 
asc(*ndancy and the dominant schools of (‘conoinists in Fngland 
and Lranc(‘ soon caiia* tcj call tluansc'lves llu* follf>wers of Adam 
Smith. In (l(‘nnany, too, Smith to<*lv the l(‘a<!, though here his 
inlliKMice was not m) (uncklv felt and a ‘onsidcaabhi degree of 
ind(»p(‘ndenc(‘ was early appanait. G(‘nnans called this 

whol(‘ tend(‘ncy Snnthiunh'omis. It is w ith (^arlitT followers 
of Smitir.s doctnn(‘s, m tin* Iat(‘ yi^ars of th(‘ (‘ight(‘(‘nth century 
and down to ISoO, that thi.s part of th(* work is to deal. 

It will !)(' h(‘lpfnl at thi> j)omt to think of scic*ntilic economics 
as l)(‘ginning with Adam Smith, who (with th(‘ aid of th(^ Physio¬ 
crats) (hanarcated its ti(‘ld, and d(‘velop('d th(‘ conci'pt of an 
automatic price .system go\ern(‘d by laws. Out of Smithianism, 
th(‘n‘ d(‘velo|)(‘d th(‘ lai^lish da.ssiial ('(*onomics, which had 
strong materiali>tic and pes.siini.stic t(‘n(l(aici(‘s, and (anj)hasized 
costs. This (la.ssicisrn, howevi'r, was more' than Smithianism 
On th(‘ gen(‘nd foundation laid by Smitii, c(‘rtain main supi)orts 
wen* ('r(‘cted by others, namely (1) ihaitham’s utilitarianism, 
(2) Malthu.s^ doctrine of po|)ulation, and (3) the Ricardian 
th(*ory of \ahie and distribution with its (aujihasis of labor cost 
and the land margin. In ad<htion to Smithiani.sm, therefore, 
W(‘must now consider Henthamisin, Malthusianism, and Ricar- 
dianism. This wo wall do in tlu' iK'xt Wwoo chapters. 

ImiiKMliately following Smith, Ix^twiMui 1770, and the coming 
of Ricardo and tlu' maturing of Malthiis' thought — about 
1815—, not a lew imai conductiMl economi(‘ studies or wrote 
on economic .subjiads.' In iMigland, howawaa*, only Lauderdale 
(1804) d('S(‘rv(\s any (wIcmuUhI tnaitment, and he wall be con- 
siden'd among tlu^ critics of Smith. Dugald Stewart (1753- 
1828), who studiinl under Adam Ferguson and succeeded him 

K:f. i\r(’iill()ch, Th( Litiralun of l*oUhr(il Kconomu, 
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as professor of moral philosophy at Edinburgh, on the whole 
accepted Smithes ideas, though he was more sympathetic toward 
the Physiocrats and unlimited kiiaser faire. Stewart infliKuiced 
Lauderdale and several English statesmen. William Spcaiee is 
to be regarded as a minor controversial writer and advocate 
of reform. Arthur Young made inductive studies of agriculture, 
and Eden of pauperism. But none wrote anything which 
changed the course of economics or materially developed the 
science. No others need bo mentioned here. 

This was a period of great disturbance and change. The 
factory system grew apace, and with it a new labor probhan. 
The social problems of the day, aside from j^urely political 
issues, largely centered upon “poor laws,^’ “corn laws'’ (pro¬ 
tective tariffs), the slave trade, and depr('ciat(*d currency. Con¬ 
cerning these, controversy raged, but no important works de¬ 
veloping general economic principles appeared, ()th(*r than those 
already mentioned. 

We may therefore pass at once to Jeremy Bentham. 



1 . UTILITARIANISM 




CHAPTER XI 


BENTHAM AND HIS “ PRINCIPLE OF UTILITY ^ 

Jeremy Bentham (1748-1832) was the son of a well-to-do 
English lawyer and was himself trained for the bar. He did not 
practice law, however, but devoted his life to study and writing. 
He traveled considerably, and was influenced much by French 
thought. His works were mostly translated into French. 

Bentham, although not primarily an economist, influenced 
the development of economic thought so considerably, and in 
such an interesting way, that even a brief history of the science 
must discuss his contributions. Between the years 1787 and 
1798 he published that part of his work which is most signifi¬ 
cant to the economist,^ thus following Adam Smith by about 
a decade and preceding Ricardo. In addition to his publica¬ 
tions, however, he was personally acquainted with James Mill 
and with Ricardo, and through both he influenced the thought 
of John Stuart Mill as well as others of their circle. 

Although he published a work on Political Economy, Ben- 
tham’s chief contributions to Economics lie in what he added 
to the philosophical, ethical, and psychological basis for the 
science. He was essentially a social philosopher, and was more 
interested in government and law than in economics. 

* An eleven-volume edition of the works and life of Bentham by Bowring ap¬ 
peared in 18.38 and following years. See also Bentham^ ed. by RalTalovich in 
“ Petite Bibliothcquo fteonomique” (Giiillaumin). 1888. On Bentham’s thought, 
see article by Bonar in Palgrave's Dictionary of Pol. Econ.; Mill, J. S., Diaserta'- 
lions atul Discussions, I. pp. 330; Sidgwick, H., History of Ethics; L. Stephen, 
The English Utilitarians (1900); C. M. Atkinson, Jeremy Bentham (1905); 
Graham Wallas, Jeremy Bentham (1922); Patterson, Readings in the History of 
Economic Thought, pp. 178-190. 

* Defense of Usury (1787); Principles of Morals and Legislation (1789); Protest 
against Law Taxes (1795); Observations on the Poor Bill of Mr. Pitt (1797); 
Manual of Political Economy (1798). Bentham’s first publication appears to have 
been A Fragment on Oovernment (1776) in which he criticized Blackstone. The 
larger part of his writings after 1798 dealt with legislative and judicial reforms 
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Probably we should class as most fimdamcntal in H(Mltham^s 
thought his hedonistic psychology. He thought that individual 
actions are motivated by desire for pleasure and dislike of pain, 
and governed by a calculated balancing of pleasur(‘s and pains. 
The process of motivation, as he saw it, is somewhat iis follows: 
feelings of pleasure or pain, or both, control th(^ emotions and 
‘‘wiir^; the will then refers to the luuk'rstanding, which calcu¬ 
lates a balance and decides; then action follows. This is rational 
hedonism. 

In order to maintain this position, Bentham had to b(4i(‘ve 
that pleasures and pains are measurable, and h(» so h(‘ld. Ihit 
he saw the necessity of allowing for various “(iina'iisions” of 
frfeasure, and he admitted certain limitations or difficulties. 
Thus he said that pleasures differ in intensity, with degn'es 
ranging from the faintest pleasurable fi'eling, which is eciual 
to unity. Other differences lie in duration, eeitainty, propin¬ 
quity, purity (degree of mixture with pain), f(>eundity (reacting 
to increa.se capacity for enjoym(>nt), and extent (number of 
individuals participating). In this classification one s<>e.s .sug- 
ge.stions of some of the phases of utility mentioncHl by .Jevons 
and others,* and of the idea of “time preference.” 

As to the difficulties or limitations, Bentham himself que.s- 
tioned whether the feelings of diffenait individuals are com¬ 
parable, but concluded that we must assume that they arc. 
Then there is the question, Can plea.sures bo so qualitativ(‘ly 
different that they cannot be compared in riuantity? Bentham 
resorts to the solution of a “common mc'asure” or denominator 
in the shape of money! 

The question as to different rates of variation in pleasure 
according to difference's in the amounts of wealth or money 
posses.sed, was also raised, and Bentham came near to stating 
a law of diminishing utility. At one point, he says that we will 
come nearest to the truth by as.suming that the individual’s 
pleasure intensity varies with the amount of money he has. 

• Below, p. 596, .Jevons rightly points out that Bontham’s “dimensions” are 
not of the same order, and constitute a cross classification. 
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In his Priririples of the Civil Code (('hapter VI), he argues that 
the happiiH'ss of an individual is not in proportion to his wealth, 
and that th(» gr(‘at(‘r the disproportion between two masses of 
wealth, the l(‘ss probable an equal disproportion bcitween the 
quail tit i(‘s of happin(\ss enjoyed. Nevertheless, it cannot be 
said that lu? forniulat(‘(l tlu* law, and he does not appear to 
have s(‘(Mi the signifi(‘an(‘o of what we now call marginal utility. 

Proc(M‘ding from this sort of a psychology, Benthani formu- 
lat(*d that utilitarian S3'.st(*m of (‘thics foid go\(‘rnment for 
which h(‘ is be>t known. Tlu' idt^a that nnai are governed by 
plcasur(*s and pains, becomes the id(‘a that they are gov'crncd 
by the ^‘principle' of utility," and tiiat tlic state should act — 
or refus(‘ to act accordingly. 

A utilitarian can as'^ume that individuals desire pleasure, 
and that ph'asurc' is ‘^good" for individuals in an absolute 
sens(». Or he can assume that indivkluals desire to survive, and 
t(‘nd so to act that th(*ir survival is aidt‘d. Bentham made the 
first jissumption. Lati‘r utilitarians, as will appear in a subse- 
cpKait chapt(‘r, undcT the influence of evolutionism, adopted 
th(* s(*cond assumption and made survival the test of “good- 
n(‘ss." Bi*ntham’s utilitarianism is, accordingly, a hedonistic 
utilitarianism, which holds that that is “good" for the indi¬ 
vidual which gives him the gn'atest happiness. The test of 
gr('at(\st happiiK’ss d(‘cid(\s what he ought to do, determining 
the difTen‘nc(» b(‘tw(‘en right and wrong. The words used by 
Bentham to indicatt' this test are “benefit, advantage, pleasure, 
good, or happiiK'ss," and they are thus taken to be virtually 
synonymous - a dubious assumption. 

But B(*ntham goes Inyond this conclusion, and derives from 
it a social ethics and a principle of government.^ (1) He be¬ 
lievers not only that the principle of utility governs what indi¬ 
viduals ought to do, but also what they shall do. (2) He believes, 
moreover, that society is just an aggregation of individuals, 
and that go\'('rnment should therefore be guided by the same 
principle. Indeed, the community, he states, is a fictitious body, 

* Sec Principlvs of Morals anti Lvgislalwn^ Chap. I. 
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and the common interest can be understood only by under¬ 
standing what is the interest of the individual. In fact, the 
interest of the community is merely ^'the sum of the interests 
of the several members who compose it,^^ and the only way 
to ascertain that interest is to add individual A^s pleasure- 
minus-pain to individual B’s pleasure-minus-pain, and so on. 
This is the way to the greatest good of the greatest number. 

Following up this line of thought, we find Bentham reaching 
two conclusions of great importance in the development of 
economic thought. One is that “natural rights^' do not exist. 
The other is the doctrine of laisser faire. He scoffs at the idea 
of natural rights, saying that rights depend upon the laws. He 
says the “social contract^' is a fiction. He holds that all govern¬ 
ment is perpetuated by habit, after having been established 
by force. 

All this furnishes the basis for his individualism and for his 
advocacy of laisser faire and free competition. We find Bentham 
making the celebrated statement that in order to increase the 
national wealth or enjoyment, the general rule is that “nothing 
ought to be done or attempted by government.'' His rule of 
government is, “Be quiet." 

First, government action in economic matters is needless, 
because (a) the wealth of society is just the wealth of the indi¬ 
viduals who compose it, and (6) no one knows the individual's 
interest so well as the individual himself. (It is not surprising 
to find Bentfiam at another point aaying^, “There ia no tme 
interest hnt indwidviat interest" — a concept which is second 
only to the pleasure-pain calculus as the basic element in his 
thought, and one which raises a vital question for all social 
scientists.) 

Second, he argues, government action is not merely inex¬ 
pedient, it is pernicious. It involves restraints upon individuals, 
and “pain is the general concomitant of the sense of restraint, 
wherever it is experienced." Government subsidies and aids 
also involve taxes, “and taxes are the product of coercive laws 
applied to the most coercive purpose." 
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Bentham went so far as to argue that competition should be 
allowed almost unlimited freedom, for the reason that the 
distress caused to various individual competitors would be 
more than offset by the benefits of others, the tendency thus 
being toward the greatest good of the greatest number. In 
this connection, we note that Bentham criticized Adam Smith's 
concession that government should fix maximum rates of 
interest. 

It must not be inferred from the foregoing simplified sum¬ 
mary of Bentham's position either that he was an unqualified 
extremist, or that his thought was free from inconsistencies. 
In leading up to his dictum concerning government, “Be quiet," 
he specifically calls it the general rule which applies without 
some special rea.son." He grants that some “agenda" by the 
state are allowable, as for example the granting of patents to 
inventors. He recommends as the best tax, escheats on estates 
which lack near relatives, and favors taxes on bankers and 
stock brokers. Above all, he recognizes the greatest happiness 
of the greatest number as being the proper aim of legislation, 
thus making a place for a “general interest." Let us see where 
this thought may lead. 

Adam Smith had assumed that individuals in following their 
own interests are led (perhaps as by a divine hand) uncom 
sciously so to act as to make for the public good — at least in 
economic matters. Bentham, howwer, broke away from this 
optimistic “nature philosophy." He sought to make utilitari- 
amsm a ratvowaX pT’mcVpVe wbicVi would serve to guide the law 
maker — a principle which would be consciously adopted and 
universally applied. This idea seems to involve the assumption 
that the individual ruler or legislator can rise above his own 
self-interest, and can both conceive of the general interest, and 
perform all the complicated pleasure-and-pain bookkeeping 
required to strike a balance for his “community." 

Of course, Bentham would preface any such talk by saying 
there is to be any government regulation." But is it not 
fair to ask the question, if the ruler can have such an “aim" 
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as Bentham grants (and can carry out the difficult process(\s 
involved in attaining it), why stop at patent laws, and the 
like? Why not go ahead and have complete social i)lanning? 
Bentham reduced happiness largely to tcTins of quantities of 
pleasure. He thought that the greater the equality in the 
masses’^ of wealth possessed by individuals, the greater the 
chances of equality in happiness. These ideas not only i)repare 
the way for a sort of mechanical quantitative treatment of 
social problems; but also they suggest a simplification of the 
ruler’s problem and the possibility of maximizing human 
happiness by a process of regimentation and control over w('alth 
distribution — although these would have been most repugnant 
to Bentham. 

Then comes in the ethical aspect of his “principle of utility” 

•— one that most scientific economists would avoid — and with 
the “ought” comes the normative program! We may find in 
Bentham’s thought traces of the following stc'ps: first, the con¬ 
clusion that the largest quantity of net pU'asure is good and 
ought to govern individual action; second, men do in fact calcu¬ 
late pleasures and pains and act on tliat basis; third, pnqudices, 
sinister interests, and ignorance may prevent the best balance; 
fourth, the next step may easily be the establishment of a social 
ought, involving legislative “aims,” duties of rulcTs to act for 
the “general interest,” and suggestions for equalizing w(»alth 
distribution, as by taxation. He thought of the principle of 
utility as determining an “object” — the object of a rational 
sj'^stem which is “to rear the fabric of felicity by the hands of 
reason and law.” 

As a matter of fact, there was much of the reformer in Ben¬ 
tham. He believed that education of the individual is required 
in order to improve his calculation of pleasures and pains, and 
suggests laws to inflict pain on individuals who act so as to 
cause more pain to others than pleasure to themselves. This 
line of thought contains a strain of idealism which is not easy 
to reconcile with Bentham’s underlying materialism, and shows 
that his extreme of individualism could easily lead into the 
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oth(‘r (‘xtnMiK^ of s()(‘i(‘tis!n. In th(‘ last analysis, it was loading 
him away from lai.sscr faire. 

F(n* (\\ampl(‘, whih' Ikj r('gard(‘d gov(‘rnmont as coorcion and 
all (*o(‘rcion as had, his (|uantitativ(i halanoing of ploasun^s and 
pains in\()lv(Hl a ohoioo of ovils, and tho maximum ploasure 
might 1)(^ attainod hy govornnK^nt actions dosigiiod to reduce 
th(‘ pains of many at tho oxi)onso of incroasod pains for a few. 

Such W(‘r(' th(‘ oxpr(‘ss(Ml ideas, and somci of the implications 
and tond('nci(‘s of what came to he known as “Benthamism/' 
These (h'oply influenc(‘d a considerahle group of lih(*ral thinkcTS 
or “philosophical radicals." To a large ext(‘nt, the effects were 
n(‘gativ(', in that th(' Bcaithamites cent(»red attcaition on legis¬ 
lative' re'forms in th(i shape of abolishing harmful restrictions 
and outworn l(‘gal and political institutions which constituted 
th(* gn'at social prohlems of th(*ir time. Th(‘v had much to do 
with H'pealing the^ prohibitions against labor comt)inations and 
th(' corn laws, and with the improvem(*nt of th(i poor laws. 
But, as will app(*ar lat(*r in discussing John Stuart Mill, their 
thought also led to suggc'stions of positive n'forms. 

\Vhil(‘ Bentham acceptenl the (‘conomics of Adam Smith, 
rcj('cting only Smith's j)roposal to n'gulate the' interest rate, 
Be'uthamism was very diffe'n'nt from Smithianism. 

In tlu' first i)lac(', it casts out the' “nature philosophy," and 
substitute's ratie)nal te'sts feu* metaphysical assumptiems. 

In the' se'ce)nd plae'c, it is me)re purely he'de)nistic, and goes 
further in basing e'conomic action U{X)n rational choices as 
against instincts anel eanediems. 

In the thirel place, it mixi's ethics and me)ral philosophy with 
ece)ne)mie's, anel tends te) turn tlu'-latter into a s()ciolog\^ 

Be'ntham will e'^'er he)ld a m<'me)rable place in the history of 
('ce)ne)mic thought as one who dealt a gre'at blow to the nature 
phile)sophy, who de'vele)peel ratie)nal utilitarianism as the basis 
for a more positive fre'edeun in economic life, thus influencing 
Je)hn Stuart Mill, and who sugge'sted the idea of de^grees of 
utility and their measurement to Jevons. 




2. PESSIMISTIC TENDENCIES 

It has been suggested that there w(‘re l)oth optimistic and 
pessimistic t(‘ndencies (‘inbedded in the Wealth of Nations. 
Thus the idea that through self-int('n\st men are led, as by a 
divine hand, so to act as to insure the best economic results 
for society, is taught by Smith, and has been at the bottom of 
a large part of tlui optimism in (*conomic thought. On the other 
hand, the doctrine that the interests of various class(\s clash 
with one anoth(‘r, and with those of society, may h^ad to pessi¬ 
mistic conclusions, though not n(*cessarily. Moreover, in be¬ 
lieving that (*v(‘ry nation must at some time reach a ‘‘stationary 
stat(‘,*’ Smith profoundly affected succeeding economic thinkers 
and opeiK'd the door for many pessimistic doctrines. 

Accordingly, in what follows, two groups have been dis¬ 
tinguished among th(' gi'iK'ral adherc'iits of Smith’s teachings: 
those who fell in witli th(‘ optimistic tendencies; and those who 
developed the pessimistic side. Perhaps one’s views may be 
colorless as to optimism and pessimism. CVrtainl}" some of 
Smith’s followers do not fall clearly in either group, and a third 
category has Ix'cn retained for such. 

Probably th(‘ pessimistic tendencies were developed earliest; 
and such t('nd('ncies appear in the thought of one of his first 
English followers, Malthus, 
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MALTHUS AND THE THEORY OF POPULATION ' 

Oiu' of tlin among Adam Smith’s followers was 

Thomas Roixn’t Malthiis. 'I'hen^ wen* others who li\’ed about 
the same tin;ii", as Dugald Stewart and M‘('ulloc*h, who made 
s()nu‘ naiiK* for th(‘ms<‘lv(‘s as (»eonomists; but they added notliing 
ess(‘ntial: if their work should perish, it would oeeasion no per- 
e<‘j)tibl(‘ gap in (‘conomie thought. Malthus is the first Knglish 
(‘(•oiiomist after Smith, a consideration of whose thought falls 
w it hill the se()|)(‘ of t Ii(‘S(‘ chapters. 

Life and Circumstances. -Malthus was bom in Rockery, 
(\)unty Surrey, J lngland, in 1700, and eana* of very re.spectable 
family. His fatlier, Danied Malthus, if not a man of wealth, 
a|)p(‘ars at l(‘ast to hav(‘ liv(*d m very (‘omfortable eireumstanees. 
Young .Malthus studied philosophy and theology at ('ambridge, 
graduating with honors in 17SS, and was mad(' Fellow' of Ji‘sus 
(’oll(*g(‘ not long aft(*rw'ards. Aft(T leaving ('ambridge, he took 
charge* of a small parish in his native county. In 1799 he left 
Fngland for a trij) on the* ('ontin(*nt in company with Daniel 
(’lark(*, a trav(*ler of some* note. On account of tlu* war then dis¬ 
turbing luirojx*, he could s(‘e comparatively f(*w countries, and 
those* not the* ineist impeirtant ones. Hi* traveled through Sweden, 
Norway, Finland, and Rus.sia. Thv note's scattered throughout 
his w ritings sheiw^ what good use hi* made of his opportunities for 
obse*rvation. "I'he Peace of Amiens in 1802 enabled Malthus to 
visit France, Switzerland, and other parts of Europe which he 


•Oil MallhtiH and lu.s \><)rk soo Bonar. am/ fiis 1SS5; Fetter. 

much / liter Hi volfxi runuitlthrc (Jena, IMU), and ‘’The l‘'ssay of Malthus. a (Vn- 
tennial Review” (in Yale Hrcii u\ .Vu^u.^t, 1S9S); Marshall, -V., Pnuciphs of 
Kcottomirs, Itk. IV, ('hap. IV, §§3-7; llatlley. Economics, §§ 47-00; ('annan, 
Theories of Production and Distnhulion: Gide-Rist, Histoirc des doctrines vco- 
twniiqucs (1009), pp. 13S IT. and the following footnote refercnecs. 
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was unable to see on his first tour. In 1805, he was made pro¬ 
fessor of history and political economy in the college of the East 
India Company at Haileybury, near London, and retained the 
position until his death in 1834. 

Of more importance, perhaps, than any one factor in shaping 
Malthus' thought was the condition of England just prior to and 
during the time at which he wrote. During tlie first half of tlie 
eighteenth century, the agricultural prosperity of J^nglaud had 
been great; but toward the end of the century such distn'ss pre¬ 
vailed that it seemed as if there were too many pc'ople for the 
land to support. Thorold Rogers, in another connection, testifii's 
that during the last thirty years of the eighteentli century cir¬ 
cumstances had totally changed: “There is . . . reason to be¬ 
lieve that the increase of population was arrested. Prices ros(',^ 
and, at least while this country was at war with nearly the whole 
civilized world, the nation well-nigh suffered the horrors of 
famine. During the whole of that war, the country scnmic'd to be 
passing through one of those cycles of scanty crops which appe^ar 
to occur in some undefined but mysterious fashion.^' ^ Other re¬ 
ports only confirm these statements. 

Of the state of Ireland at this time — a country mentioned 
by Malthus as furnishing a case of overpopulation — the hi.s- 
torian Green writes: “Poverty was added to the curse? of niis- 
government, and poverty deepened with the? rapid growth of the 
ngitive population till famine turned the country into a hell.” ® 

The evil effects of the Industrial Revolution had hardly come 
into view in Smith’s day, but even when Malthus wrote his 
first edition they had manifested themselves. Unemployment, 
poverty, disease, and riot were among them. They made the 
agricultural situation still more significant of evil. 


^ Average prices of wheat per ejuarter by decades: — 

1771-1780 . 

1781-1790 . 

1791-1800 . 

1801-1810 . 

1811-1820 . 

* Introduction to Adam Smith’s Wealth of Nations. 

* Short History of the English People, p. 788. 


34s. Id. 
37s. Id. 
63s. Od. 
83s. lid. 
87s. Qd. 
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Partly as a result of these evils, various socialistic or com¬ 
munistic sch(*mes, springing up chiefly on French soil, began to 
be urg(Hl. 

To add to the whole dark picture, the English Poor Law was 
defective, both in substance and administration. The rates w'ere 
enormously high, tlu* independence of the laborer was sapped, 
and a pn'mium was placcnl upon incomiK>tence and pauperism. 

Surely the conditions of the growth of population required 
investigation. Not the needs of some far-off place and time, but 
the requiremf^nts of his own age and country, gave Malthus his 
life work. Lik(' so many gr(»at men, he had a preeminently prac¬ 
tical interest. 

It has api)eared that it was a Mercantilist notion that a very 
dense population is desirable. Well down to Malthus' day, it 
was a general Ix^lu^f that a ra])id growih in population meant 
prosperity. This opinion is apt to arise in times of war, and 
p('opl(j w(Te doubtless led to accept it by observing that the 
w(!althiest and strongc'st countries were often the most populous. 
Such a view was dev('lo|>ed by the G(»rman economist Sussmilch, 
whose work — Die (idttliche Ordnung in den Vemnderungen des 
menschlichen (leschlechtSf 1742^ — a])])(*ars to have Ikmmi dili¬ 
gently studied by Malthus. And Sonnenfels coastructed his 
social .system around this idea.- In many German cities, the 
marri(Hl state was a condition of holding office, and similar 
schemes were proposed in lOnglaiid. In Malthus' day the govern¬ 
ment and the ('inploying chusses, generally favored a denser 
population, the one to swell the army, the other to fill its fac¬ 
tories and shops with cheap labor. 

His Forerunners. — To be sure, Malthus did not originate 
the idea that population tends to increase faster than subsist¬ 
ence, nor that the increase in population brings hardship. In 

^ See Roscher, (rcsch. d. Nat. Ock., pp. 421-424. SUssmilch waa an economist 
of Mercantilist leanings. He dealt with birth and death rates, the proportion of 
the population of various ages, etc., his service l)eing the development of the idea 
of regularities or laws. He was acquainted with Petty’s writings. Ho showed 
strong theological influences, taking as a text the Biblical injunction to l^e fruitful 
and multiply. 

* Grundailtze dcr Polizci, Handlung- u. FinanzwUacmchaft^ Vienna. 1766 
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the preparation of his first essay (1798), he made use of the works 
of Wallace, Hume, Smith, and Price; while in the second edition 
he noted with some surprise that much had hvvn doiu^ by Mon¬ 
tesquieu, Franklin,^ Stewart, Young, and Towns(*nd. Dr. Robert 
Wallace, for example, in his Various Prospects of Mankind, 
Nature, and Providence (1761), saw a fatal objection to com¬ 
munism in “the excessive population that would ensue 
Smith’s suggestions have already been reha-red to; ^ and the 
Rev. Joseph Townsend anticipated Malthus in obscTving that, 
where reason does not interfere, plenty is followed by increascnl 
population, want, and a higher death rate.*’ 

Malthus as a boy seems to have met Jean Jac(iU(\s Rouss(\au, 
and his father, Daniel Malthus, was Rouss(‘au’s lit(‘rary (‘xc'cutor. 
He was personally acquainted witli David IIum(‘, and tlu' latt(*r 
must have exercised some direct infliK'uee ovin* him. IndiM'd, in 
one of his essays, Hume had attemi)ted to (\stimate the popula¬ 
tions of some of the stales of classical anti(iuity; and Malthus, 
by calculating the food supply available^ to thos(‘ states, under¬ 
took to test those estimates and the statistics of the Gre('k 
historians. 

The Essay on Population: Its Origin and First Edition. — 

The more immediate cause of the Essay on Population was 
furnished by the writings of William Godwin, a w(Jl-known 
Englishman of the eighteenth century. In 1793, Godwin had 
published a work entitled Enquiry concerning Political Justice 
and its Influence on Morals and Happiness, which at tluj time 
created a great sensation. Its thesis was the ixa-fc'ctibility of 
man. In it, Godwin took the ground that government —• which 

^ Malthus cites the following remarkable passage in Henjarnin Franklin’s 
Essay on the Increase of Mankind (1751): “There is, in short, no bound to the 
prolific nature of plants or animals, but what is made by their crowding and 
interfering with each other’s means of subsistence. Was the face of the earth 
vacant of other plants, it might be grailually sowed and overspread with one 
kind only, as, for instance, with fennel; and, were it empty of other inhabitants, 
it might in a few ages be replenished with one nation only, as, for instance, with 
Englishmen.’’ 

2 Above, p. 224. 

® Dissertation on the Poor Law, 1786. 

^ Essay on the Populousness of Ancient Nations (1752). 
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he (lesrrilx'd us ji n(*c(\ssiiry <jvil is to hlaiiK* for the uiihappi 
n(!ss and misfortunes of man. He- arj^u(*d aj^ainst private prop¬ 
erty. hook was much diseu.^s(td, and of course found its 

advn)eat(\s and opponents. Among th<‘ former, was Daniel 
Malthus; among the latter, Thomas Robert, the son. Godwin 
puhlisluxl in 1797 a number of essays in the* form of a book, 
entith'd KiKinirer, 

It was in reply to one* of these, on Avarice awl Prodigality^ 
that Malthus; in 1708, ])ubli^hed tlu* first edition of his famous 
hJssay oil (he Prinrijile of J^opulation: or, a Vieic of its Past and 
Present Efferts on Human Happiness: with an Enquiry into our 
I^rosperts rvspertnuj the Future Removal or Mitigation of the Evils 
which it OrrasionsA Malthus sought to show that an aljolition 
of govtM-mnent could not r(‘store us to Kden, Ix'eause the cause 
of unluippin<‘ss and misbiitune is to Ix^ found in our weak and 
imperhx't natures. 

The first (xlition of th(‘ Essay attractc'd the widest attcaition, 
and led Malthus to eontinu<‘ his inv<‘siigations. As successive 
editions wen' calk'd for, they w(*re nwiscxl and (‘ulargial, until 
the last edition of th(‘ work publisluxl during his lifetinu' — the 
sixth, in 1828 dilhaed very mat(*rially from tlx* original essay. 

By reason of th(‘ (X'casion, the first edition was littk' mon' than 
a eontrovi'rsial j)ainpldet, and was not unnaturally put forth 
anonymously, (kxlwin had written: “Tlu'n* is a principle in 
human scx'kUy, liy which ]X)pulation is jx‘r|X'tually kept down 
to th(' k'vel of th(» m(*ans of subsistcauH*. Thus among th(» wan- 
(k'ling tribes of America and A.sia, Wi' never find through the 
laps(^ of ag(\s that population has so incn'ased as to n'uder 
neci'ssary tlu* cultivation of the earth.” And he held that the 
systc'in of private ])roperty tlu'ii existing was tlie (‘ause of un- 
hap{)in(\ss. lie argued for a future equality of projx'rty, his 
doctrine l)eing a sort of ('iilightened anarchism. 

Malthus retorted, ^^This principle, which Mr. Godwin thus 
mentions as somi^ mysterious and occult source . . . will be 
found to Ix^ the grinding law of necessity; misery, and the fear 

' Thitj is the title of the 2cl edition. 
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of misery.” ^ He held that htiman institutions, far from aggra¬ 
vating, had tended considerably to mitigate this misery, though 
they could never remove it. 

To this conclusion he was led by the assumption of two 
postulates or premises: (1) ‘‘that food is necessary to the exist¬ 
ence of man”; (2) “that the passion between the sexes is neces¬ 
sary, and will remain nearly in its present state.” Then, though 
not formally so stated, came a third postulate, largely a deduc¬ 
tion from the two preceding, namely, “the power of population 
is indefinitely greater than the power in the earth to produce 
subsistence for men. Population, when unchecked, increases 
in a geometrical ratio. Subsistence only increases in an arith¬ 
metical ratio.” ^ So ran the statement in the first edition. 

It followed that certain checks must restrain the superior 
growth of population: a “preventive” check in the shape of a 
foresight of the difficulties of rearing a family; and “positive” 
checks in the shape of poverty, disease, war, and other forms of 
actual distress. Though he recognized that through foresight 
marriage might be postponed, he thought this would mean vice, 
which in turn would mean “misery.” Thus a happy or perfect 
state of society could not be hoped for. 

One has but to compare the prefaces of the first and second 
editions to ascertain the essentials of the now classical develop¬ 
ment in Malthus' thought. In the former, he emphasizes a 
possible future improvement of society, and his view has a 
“melancholy” hue, there being “dark tints” in the picture. In 
the latter, he endeavors “to soften some of the harshest con¬ 
clusions,” and hopes he does not express any opinions concerning 
the future of society in which past experience does not bear him 
out. In the former, he is to adduce facts in connection with a 
virtually new particular inquiry into the means by which popula¬ 
tion is kept to the subsistence level; in the latter, he recognizes 
considerable previous thought on this phase of the question, and 
proposes to pursue the subject to its consequences and draw 

^ Ist ed., p. 176; Economic Classics Series, p. 47. 

* 1st ed., Chap. I; Economic Classics Series, p. 7. 
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practical inferences. Finally, he remarks, I have so far differed 
in principle ... as to suppose another check to population 
possible which does not strictly come under the head either of 
vice or misery.The new check was virtuous abstention or 

moral restraint”: ‘‘that sentiment, whether virtue, prudence, 
or pride, which continually restrains the universality and fre¬ 
quent repetition of the marriage contract.” 

Thus the revised edition of 1803 was softened or toned down, 
and iK'came an att(‘mpt at more scientific accuracy. In the 
attempt, as has Ix'en often observed, his ideas lost much of their 
novelty; while they gained in truth. ^ 

That the admission of the new check greatly weakens his 
argument against the possibility of social perfectibility, will be 
observinl. It still luis some force against communism, however, 
for “moral restraint” normally rests upon private property. 
Communism, properly sjX'aking, means the abolition of private 
property even in consumption goods, and the sharing of social 
income on some basis of absolute equality of needs or wants. 
Under such a system, men iis at present constituted could hardly 
feel the ikhxI for restraint so keenly as they do when their own 
proj>erty or income is at stake. 

The Malthusian Principle as Developed in Later Editions. — 

a. TendencicH of Population and Subsistence. — With the fore¬ 
going developments in mind, Malthus^ complete doctrine on the 
subject of population, as he expounded it in his later editions, 
may now be better appreciated. 

The essence of these editions may be expressed in the follow¬ 
ing words: a review of the different states of society in which 
man has existed shows that population has a constant tendency 
to increase beyond the means of subsistence, and is kept to its 
necessary level by various positive and preventive checks, in¬ 
cluding “moral restraint.” 

This conclusion rests upon the “natural” operation of three 
factors: — 

(1) Rate of increase (unchecked) of population based on sex 
instinct: Minimum = Geometrical ratio. 
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(2) Rate of increase of subsistence: Maximum = Arithmeti¬ 

cal ratio. 

(3) Checks on the increase of population. 

The first two might be combined and be termed the ratio 
of the increase of population to the increase of subsistc'iuH'; or, 
for any given time, the ratio of population to subsist(Mice. As 
to the first, Malthus says: ^'It may safely be pronounced there¬ 
fore, that population, when unchecked, goes on doubling itself 
every twenty-five years, or increases in a geometrical ratio.'' ^ 
His use of an assumed rate of increase of food apjx^ars in the 
following words: “It may be fairly pronounccHl therefore', that, 
considering the present average state of the earth, tlu' nu'ans of 
subsistence, under ciremnstances the most favorable to human in¬ 
dustry, could not possibly be made to incn'ase faster than in an 
arithmetical ratio." ^ 

. Evidently, Malthus' theory leaned hea\'ily upon the force of 
sex instinct. This force he assumes to work continuously and 
universally: “The cause to which I allude, is the constant 
tendency in all animated life to increase beyond the nourishment 
prepared for it." ^ Evidently, too, he assunu's that th(^ working 
of sex instinct necessarily means offspring and increased popu¬ 
lation, — either these or “vice" and “misery." It follows that 
the increase in population, being determined by s(‘x instinct, 
is assumed to be continuous and uniform. Consequently, popu¬ 
lation tends to increase beyond any limit outside S(*x instinct. 

The limit upon which Malthus centers attention is “sub¬ 
sistence," meaning food. He assumed that food is the one 
necessity, saying, “But as by that law of our nature which 
makes food necessary to the life of man, population can never 
actually increase beyond the lowest nourishment capable of 
supporting it; a strong check on population, from the difficulty 
in acquiring food, must be constantly in operation" (p. 3). 

Finally, the scheme is rounded out by concluding that com- 

' Bk. I, Chap. I, 2d ed.; present writer’s italics. 

^ Ibid., present writer’s italics. 

* Ibid., p. 2, 
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pansoii of th(* uiin\strain(?(l natural increase? of population with 
the incr(‘as(' in subsistence^ uiieleT the mejst favorable? conelitiems, 
will ('liable? us to jueljj^e* the feircei of the? ^H(‘nde?ncyof population 
to outrun subsiste*ne;e. 

The formula Alalthus atte*mpte'el to f?stablish is ofteai crit- 
icize*(l as thouj^h thi' (*ssene*e of the' the'eiry were? ele‘p(*nde?nt upeiu 
an aritliine'tical })re)^re‘ssion in the? incre'ase? of food and a gv(y- 
me'trical progre'ssion in the? increase' e>f pe)pulation. This is not 
the' case*. The* j*;ist of the* Malthusian eloctrine* is e?ontaine‘el in 
the* siiif^le' se'iite'iice*, ‘Mt is the* e?onstant te*nde*nc3' in all aniniate*el 
life to ine're'ase* lu'yond tlie* nourislnne*nt pre‘pare*el for it” Ikit 
the* formula is ofte'ii incorre'ctly ^^ive'n as follows: Population 
incre'ase's in a ^^e'ome'trical proj^re'ssiem; the? means e>f subsiste'iie'e 
in an arithme‘(ical. The* disproportion re'sulting from tlie two 
diherent rate's of incre'ase must occasion wars, vie'e, and mi<(*ry. 

This r('])re'scntatioii is to be* found nowhe're* in the* writings 
of Malt bus. In his late'r enlitions he* spe'aks me're’ly of a tenfUiidj 
of poi)ulation. He* me'ans that e've'iy incre'ase* of population 
augme*nts the* power to incre'ase; and, Uw disirc to increase being 
assumedf that tin* inere*ase* will take* ))lae'e* unle'ss e'ertain re*- 
straints are* e'alle'd into ope'ration. As to the* posdbiliti/f this is 
simj)ly a j)hysie)logieal fact. Supposing that other things are 
ev|ual, — although Malthus doe's not say that the*y are* so,— 
it is (*asi(*r for a i)opulation of four millions to add a million to 
its number and be*eome* live* millions, than it is for one of one 
million to add a million to its numbe'r and be*(*ome two millions. 
This is, it se*e'ms, e'sse'iitially what Malthus nu'ant by the states 
me'iit that ))e)pulation has a “te'nde'ncy” to increase in geo- 
nu't ri(*al progre'ssion. 

I^ut how is it with the means of subsistence in so far as they 
d('pe?nd upon the? soil? — for agriculture lus the source of raw 
mate'rial, and not manufactures, is of coui'se* referred to by 
Malthus in his law of population. Is the state of things here 
the same as it is in the case of population? Does ('ve*ry increase 
in the productive* powers of land make it easi(*r to augment 
still further its caj)ability of production? Every farmer will 
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tell you, no. If an acre of land which formerly yielded sixty 
bushels of potatoes is carefully improved until it produces eighty 
bushels, according to all experience it will not be easier to raise 
the crop from eighty to one hundred bushels than it was to 
bring it up to eighty from sixty bushels. It is not difficult to 
prove that it is not so easy. If a certain amount of care and 
labor will give a certain yield, e.g., of grain, and doubling that 
care and labor will double the yield, and if three times that 
amount of care and labor will treble the yield, and so on, it is 
evident that no one would care to increase the size of his grain 
farm. If this were not true, then a farmer who might be raising 
one hundred and fifty bushels of wheat from five acres, but 
who might wish to raise fifteen hundred bushels, would simply 
expend ten times the amount of care and labor on his five acres. 
This would be cheaper than buying forty-five additional acres 
of land, for fifty acres of land would require more work than 
the five had needed, and the farmer would have nothing to 
show for the money used in buying the forty-five acres. But, 
even allowing that it is just as easy to treble the original produce 
of land after it has been doubled, as it was to double it, and 
just as light a task to quadruple the original yield as it was to 
treble it after it had been doubled, we then have only an arith¬ 
metical progression. That is what Malthus meant by saying 
that food cannot possibly be made to increase more rapidly than 
in an arithmetical ratio. ^ 

b. Diminishing Returns ,—The foregoing argument clearly im¬ 
plies a law of diminishing returns from land. Malthus says, '' It 
must be evident, to those who have the slightest acquaintance 
with agricultural subjects, that in proportion as cultivation is ex¬ 
tended, the additions that could yearly be made to the former 
average produce mu^t be gradually and regularly diminishing.^' 2 

* CannM takes Malthus severely to task on the basis of his first edition. This 
seems quite unwarranted. To publish a series of parallel and coordinate crit¬ 
icisms dealing indiscriminately with statements in different editions is, especially 
in Malthus’ case, unjust, to say the least. 

* As a yearly increase this implies an historical “law” rather than the accurate 
statement which begins, “at any given stage of the arts.” But elsewhere Mai- 
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And olstnvhere, speaking of an accidental depopulation, he re¬ 
marks: “The diminished numbers would, of course, cultivate 
principally the more fertile parts of their territory, and not be 
obliged, as in their more populous state, to apply to ungrateful 
soils.” ^ “Wh(‘n acre hjis been added to acre till all the fertile 
land is occupied, the yearly increase of food must depend upon 
the melioration of the land already in j)ossession. This Ls a fund, 
which, from the nature of all soils, instead of increasing must 
be gradually diminishing.” ^ 

The law wtis not stated or developed by Malthus in his essay, 
however, and remained with him as a tacit assumption. The 
first of the two preceding quotation.^ suggests that he had 
in mind an average diminution and lacked a concept of the 
margin. 

c. Checks to PopuUiiion, — Such being the nature of Malthus' 
teaching as to the relative tendencies of population and food 
supply to increase, it remains to analyze his “cheeks.” If the 
cultivation of new lands and emigration do not afford sufficient 
means for counteracting the evil effects of the natural tendency 
of man to incn'ase beyond the means of subsistence, and Malthus 
holds this to be the fact, what prevents overpopulation? The 
ultimate cheek is always to be found in the limitations on sub¬ 
sistence or food supply. This ultimate check, however, never 
operates directly except in times of famine.® The immediate 
checks include all diseases due to scarcity of subsistence, and 
all causes prematurely weakening the body. For conciseness' 
sake the Malthusian checks may be tabulated thus: ^ 

thus recognizes that agricultural improvement may offset diminishing returns. 
His error lay in minimizing the extent and continuity of such improvement and 
that in transportation. Cannan’s criticism on this point {Production and Dis* 
tribution, p. 144) seems rather superficial and hypercritical. The whole burden 
of Malthus’ argument rests on a proportion between population and produce. 

» 2d ed., p. 472. 

^ 5th ed., pp. d-10. 

»5th ed., I, 17. 

^ Bk. I, Chap. II. Malthus himself does not specifically place checks *'of a 
mixed nature” anywhere else than under the head “positive” (5th ed., I, 22) 
The author ventures in parenthesis to suggest what appears to be the logical 
conclusion. 
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I. Preventive; decreasing births: 

(a) Moral restraint. — PostponeriK'iit of marriage, unaccom¬ 
panied by irr egular gratification. 

(b) Vice. — Promiscuous intercourse, unnatural ])assions, 
violations of the marriage bed, improper acts. (If misery re¬ 
sults, these are of a mixed nature,^^ and b(H*om(' partly positive 
in action.) 

II. Positive; resulting in shorter life: 

(a) Misery. — 

(1) Wars and excesses of human origin. (As of human 

origin, a form of me, but opcTating ])ositiv(*ly.) 

(2) Disease, famine, and oth(‘r (^vils arising unavoidably 

from the laws of nature'. 

In liis list of positive checks, he in(*lud(Hl unwhok'some? occu¬ 
pations, severe labor, extreme pove'rty, bad nursing (;f (‘hildn'ii, 
city life, and the like. 

By checksto population, Malthus apparently nu'ant any 
means of adjusting poimlation to subsistence': ‘4t will be' al¬ 
lowed, that no country has hitherto ))e'e'n known, whe're' the 
manners wore so pure and sim])le, and tlie m(‘ans of subsist('lu'e 
so abundant, that no check whatever has e'xiste el te) e'arly mar¬ 
riages from the difficulty of jwoviding fe)r a family; and no 
waste of human species has bee'ii e)eeasie)ne'el aftea-wards by 
vicious customs, by towns, by unhealthy e)ccupatie)ns, or too 
severe labor. Conseciuemtly, in no state* that we* ha\'(‘ y(*t kne)wn, 
has the power ^ of population been left to exe'rt itsc'lf with p(*r- 
fect freedom.^' 

These “checks,” however, are very lu'terogeneous in tlu'ir 
nature, and some of them have no relation to subsiste'iice. 
When population is fortuitously swept off by war or dis(?ase, 
is this a “check”? Hardly so, in the sense that it has any neces¬ 
sary or exact bearing on the relation between food and popula¬ 
tion. Is crowding in cities always due to limited sul)sist(‘nc('? 
No; nor does the difficulty of providing for a family necessarily 

> Note that “power*’ of population to increase is not a “tendency” to in¬ 
crease. 
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ariM' from any (lilT('r<‘uc(‘ in rat(‘.s of inon^asc* in population and 
food. Th(\s(* thinj^s havt* no .sij^nificaiKM*, in th(*m.selv(».s, as part 
of a ^‘principle of population.'' Ill sliort, some of th(* so-called 
(•larks which Alalthus relies upon are really outside his scheme, 
as they act neither on sex instinct nor on food supply. 

Malthas admitted that certain customs and reliji^ious practices 
had operated to keep population dcnvn, and that without relation 
to food supply. 

Social Results: the Malthusian Cycle. — Malthas main¬ 
tained that no country ever had existed where morals and 
subsistence were such that population had been able to multiply 
with perfect freedom. In every country, checks were ojXTative, 
y(d, as lie very moderately stated, there were few titafes in which 
])opulation did not con>tantly ^‘strive" to exceed subsistence. 
‘I'his fact (‘( 11 . tantly tended ‘Mo subject the lower clas.s(\s of 
society to distn ss, and to prevent any j!;reat iKTinanent meliora¬ 
tion of their conditions," 

In tlie p;enerality of old states, Malthas held, tlu're existed 
an oscillation or viliration in the relation l)et\veen population 
and food. .Vssumin}^ an e(iuilibrium in which subsi-stenee is 
just enough for the easy support of existinj^ population, tlui 
order of precedence, as he .saw it, begins with an "effort" of 
population to increase. Then .subsistence liecomes more divided. 
As a result, the number of poor grows, and tho.se already poor 
fall into deei)cr ])overty. The price of labor falls, the numlx?r 
of laborers being out of proportion to the work in the market; 
the price of provisions tends to ri.se. Then the difficulties of 
rearing a family discourage marriage, and ])opulation is brought 
nearly to a staiub Hut cultivators are nwanwhile induced to 
employ mon' labor, and at last subsistence is brought up to a 
lunv eiiuilibrium. Such is the normal and constantly rc'ciirring 
cycle. Malthas, howewr, admits that it is liable to iriv'gularities 
on account of bad crops, new manufactun's, greater or less 
spirit of agricultural enterprise, and emigration. 

Malthas himself realizi'd that the operation of liis chicks, as 
dev(doped in tlu^ later I'ditions of his work, did not necessarily 
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mean great suffering. Six^aking of the preventive check, he 
said: ‘‘If this restraint do not produce vice, as in many in¬ 
stances is the case, ... it is undoubtedly the least evil that 
can arise from the principle of population ... it must be 
allowed to produce a certain degree of temporary unhappiness; 
but evidently slight, compared with the evils which result from 
any of the other checks to population.’^ ^ Moreover, he gives a 
little weight to emigration and considerable to agricultural im¬ 
provement as counterbalancing the retrogressive t(^ndency for 
longer or shorter periods of time. Accordingly, though evil 
exists, it need not bring despair, but activity. “When it follows 
in its natural order,” — note the impli(*ations, — an increa.se in 
population may be regarded as beneficial and nec(\ssary for 
increasing the output of the nation. Mallhus considered the 
“principle of population” as necessary to stimulate men to 
industry and progress. 

But what “activity” did Malthus suggest? Not that of 
government through emigration^ industrial supervision, and 
the like; but purely individual action: “(»ach individual has 
the power of avoiding the evil consc'qiuMices to hiiiLself and 
society resulting from the principle of i)opulation.” - This power 
he may exercise by abstaining from marriage or any sexual inter¬ 
course until able to support a family. A major i)oint in Malthus’ 
theory is the idea that the postponement of marriage will in¬ 
crease the age at which marriages occur and reduce? the? number 
of children per marriage. And in an ideal socuity, too, no man 
whose earnings are sufficient to maintain only two children 
“would put himself in a situation” in which he might have to 
maintain four or five.^ 

Thus, by means of universal foresight, prudence, and virtuous 
abstinence, “all squalid poverty would be removed from so¬ 
ciety, or, at least, be confined to a very few, who had fallen 
into misfortunes against which no prudence or foresight could 
provide.” 


1 Bk. I, Chap. II, 2d ed. 
* Appendix to 6th ed. 


•Bk. IV. Chap. II, 2d ed. 
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WhiU^ the forc^goiiig statement is nearly com[)lete, we would 
be doing an injustice to Malthus, w(ire we to overlook various 
other remedies, varying in i)erman(‘nce, which he admitt(‘d in 
the second (nlition of his work. As a temporary exix^dient, he 
conced(Ml that poor r(‘lief, if not such as to breed de[x?ndence, 
might do moni good than harm (p. 5S7). More |XTmanent relief 
is to l)e s(*cured by (‘ducat ion, improv(‘ni(‘nt of cottages, giving 
free us(? of small tracts of land, and th(^ (\stablishment of savings 
institutions, hxlucation, he lx'li(‘ved, would prevcait a man from 
burdening s(X‘i(‘ty with children which he could not support. 

Other Economic Views.* In brief mention of the more 
important and characteristic economic views held by Malthus, 
his treatnu‘nt of rent and the int(‘r(‘sts of landlords, of over- 
])r(xluction, and of th(^ m<‘asure of value should Ix^ nottnl. As 
will apjx'ar in th(‘ following (‘hapter, h(‘ r<‘gard(*d rc'iit as a 
sur[)lus du<‘ to tiH‘ bounty of natun', and in tliis diffenxl with 
Ricardo. And a chief j)oint is the distinction lx*tw(H‘n rent and 
monopoly return, which h(‘ greatly (‘inphasiz(‘s. Smith, Say, 
and others at points sp(‘ak of the landlord as a inonojxdi.^t reaj>- 
ing wh(‘re he has not sowiu Malthus, howev(‘r, tak(‘S them to 
task. To b(‘ sure, the* (*xtent of the (‘arth is limit(‘d and there 
is a rc'lative scarcity of th(‘ b(‘tter lands, and so land ownc'rship 
might lx‘ rt'ferivd to as a ‘^partial monopoly.” - But for three 
rc'asons, rent diff(‘rs from the high prievs set by a ‘T‘ommon 
mono{X)ly.” First, and mainly, there is the quality of the soil, 
which (‘nabl(\s it to yi(‘ld a surplus ov(*r the amount required to 
maintain agricultural labor, or costs. This power is essential 


‘ Other writin^H: — 

.1/1 investi{pitton of the ('ause of the Present lii{fh Price of Provisions^ containiruj 
an Illustralwn of the Naiure and Limits of Fair Price in Times of Scarcity, 3(1 ed., 
ISOO. 

A letter to Samuel Whitehetul on his projxised Bill for the amerutnu fU of the Poor 
Laws, 1807. 

Inquiry into the Nature and Progress of R*nt, 1S15. 

On the Policy of Rest riding the Im/Mrlation of ('orn, 1815. 

Political Economy, 1820. 

The Measure of Value, 1823. 

Definitions in Political Economy, 1827. 

* Political Economy, 2(1 ed., p. 140. 
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to rent, but is quite unconnected with monopoly. Secondly, the 
necessities of life which land yields, have the pi'culiar (puility, 
when properly distributed, “of creating tlunr own d(*mand, or 
of raising up a number of demanders in i)roportion to the (luan- 
tity of necessaries produced.” The surplus has a ])ower of 
“raising up a population to consume it,” and in this, land is 
fundamentally different from any otlua* machine. Finally, 
there is the comparative scarcity of fertile land. In “common 
monopolies,” then, there is an “excess of price” over cost due 
to an external demand and depending upon the degre(i of 
monopoly; in the case of land the excess of ])rice, or nait, “d('- 
pends entirely upon the degree of fertility, natural or aerpiin'd.” ^ 

Accordingly, Malthus thought th(i interests of the landlords 
were not in conflict with those of society, save as to importation. 
He thought them not separated from the interests of other ])ro- 
ducers, apparently forgetting that the p('culiar signifieane(^ of 
land and the produce of land which he had just dw(*lt u])on, 
might make a difference.^ 

As to overproduction, Malthus diftf'red with the majority of 
his contemporaries in believing it ])ohsible as a g(Mi(*ral condition, 
his moral being that there are limits to ])arsimony or saving.® 
He was clearly in error. His discussion of the point consists 
of a scries of criticisms on the r(*asoning of his oppoiuaits. Say 
and Ricardo, the windings of which w(i n(‘(*d not follow. Now 
he is begging the question by assuming a fixed demand, now by 
assuming that an increase in d. mand must pr(‘ced(i one in pro¬ 
duction; and ever and again he reasons aside from tla^ point 
{general glut) by limiting the number of commodities in his 
illustrations. The service of such arguments as these has b(MMi 
to check the tendency to carry the general over to the part icailar, 
and to call attention to the friction and delay often involved in 
the working out of economic laws. 

‘ Ihid.y p. 147. 

^ Ibid., p. 206. 

^ Politiad Economy, 2d od., Bk. II, Chap. II, §S (pp. 106 ff.). It i.i to Ix' 
noted, however, that ho defines overproduction as involving production at le.ss 
than cost. 
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III his first edition, Malthus took a mean Jictwcen corn and 
labor as his in(*asur(* of value. This he finally abandoned, ac- 
(•<iptinK Adam Smith’s laboiMixchange measure.‘ He suggested 
dropping the term “value in use”; distinguished betwe<Mi meas- 
un* and eaus(? rather clearly; and gave! several good illustrations 
of the way in which the Classicists really took utility into con- 
sid(‘ration, though without elaborating the point (e.g., Political 
Eronomu, j). 51 j. Ilis n'cognition of the difference Ixjtween the 
“int(Misiti(*s” of demand and supply, and the quantities of 
goods demand(‘d and supplii^d, is also of interest. 

He follows Smith in retaining the distinction b(*tween pro¬ 
ductive and unproductive labor, but does it intelligently and 
with diK' (h'finition. His discussion shows clearly the semi- 
ethical t(‘!(M)l()gy of the ('hussical economics.^ 

In addition to the w(‘akness of his ])osition on the subject of 
overproduction, the necessity for modifying Malthus’ conclu¬ 
sion as to the peculiar pow(‘r of an agricultural surplus to create 
a (hunand and raise up a population, is not to be overlooked. 
C(*rtainly the products of manufactures may 1x3 thought of as 
cn*ating a demand in just the same way as those of agriculture. 
In this H'spect, a dilT(*rence in degrei* may exist Ix'tween the 
“machiiH*,” land, and other machines; but there is none in kind, 
sav(' that which may arise from the less elasticity of the demand 
for food. In a similar way, Malthus’ optimistic notion of the 
source' of rt'iit is oiu'-sided, and, as will be seen, Ricardo took 
the* other side*. 

The Philosophy of Malthusianism. — The Malthusian prin¬ 
ciple of population tende'd to introduce or maintain the idea 
of a balance' or ('(luilibrium betwe'en opposing forces, making 
economic life large'ly a struggle betwevn “man” and “nature.” 
This sugge'sts two independent realities, and a dualistic phi¬ 
losophy. 

As a matte'r of fact, however, a thinker may tend to regard 
man as a passivej ele'inent, or iis being subject to blind unreason- 

^ Pohtical FJeonorny, 2(1 (id., Prefare, and pp. 98 f. 

* Ihul., pp. 84 IT. 
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ing instincts. In that event, he becomes a materialist. Or he 
may tend to regard man as taking thought about the probh^m 
of population and as solving it, either by ‘^conquering nature^' 
or by mastering his own instincts. In this event, he leans 
toward idealism. 

As a man, Malthus had strongly idealistic leanings. By two 
influences, however, he was led to accept and emphasize' the 
importance of material factors. First, he reach'd against the 
extremes of idealism found in the thought of such iik'h jis God¬ 
win. Second, his reason was affected by the predominati'ly 
materialistic thought of the scientists of his day. Accordingly 
the principle of population as actually formulated by Malthus, 
was based upon a materialistic philosophy. Man is n'garded as 
largely subject to (1) instincts and organic wants, and to (2) the 
limitations of natural environment. Furtlu'rmore, man him¬ 
self is not perfectible, and government action can b(' relied 
upon to but a very limited extent. When Malthus says that 
he can judge the future only by the past, he implies a materi¬ 
alistic epistemology, and a belief in limited powers to plan and 
to control economic life. 

A thinker such as Malthus, however, would be bound to 
react from the extremes of materialism, and this is what he was 
doing in his later editions. More and more, he dwelt upon 
man’s power of self-control through “moral restraint,” and 
expressed hopes that educational processes might aid reason 
in solving the population j:)robl('m. 

The upshot of the matter is that Malthus dcweloped and made 
effective a strain of thought which tended strongly to maintain 
adualistic philosophy as the background for Classical economics. 
The immediate effect was to accentuate the materialist tend¬ 
encies, but also to challenge economists to devise n^forms. The 
outstanding and continuing practical result has been to check 
any tendency toward extreme idealism. 

Critical Estimate of the Malthusian Doctrine. — Despite 
the criticism and derogatory estimate of his contempora¬ 
ries and followers, Malthus’ claim to importance as an origi- 
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lull thinkor is supported by most of the best present-day 
thought. ‘ 

Hut his errors are not few. Taking his most careful state¬ 
ments of the three? factors in his prol)l(‘m separatelijf and con- 
sid(?ring th(*m as applying to men? temlencieHj in the sense that 
they would be true* if not interfered with, they stand. Malthus, 
however, sonu»tim(‘s puts his ‘'powers’' and “tendencies” to¬ 
gether, and so state's the'in that thear character as mere potential- 
itie's is lost. 'Phus with the tenelency e>f pe)pulation to incre'ase. 
The imdenibte'el strain of i)e‘ssimism his work holels, le'aels him to 
unde'rrate the future' ele've'lopnu'nt e>f t'ducation and prudence'. 
The* powe'r to che*ck po[)ulation which a standard of living abejve 
subsistene*e may e'xert, is overlex>ke‘d. Putting the ide'as of 
clu'cks and rate? of incre'iise toge'tlu'r, anel e'asily falling into too 
pe)sitive state»ment, the limitations and abstractiems are for¬ 
gotten. He kne'W what hael happeiu'd; he* saw what was hap¬ 
pening; but, influe*nc(*el by his surroundings, his vision as to 
what was to happen, was unduly obse ure'd. 

It is difficult to dete*rmine to what e'xte'iit this indicates a 
serious limitation of his powe'rs, and ce)nse'que'ntly is an adverse 
criticism. It woulel appe*ar most just simply to hold that, 
lacking later data, he was not in as g(X)d a ix>sition as are we 
to judge of the effie-ie'iie'y e^f moral restraint. 

It has be'en sugge'ste'd, ten), that Malthus faile'd to distin¬ 
guish betweH'ii the de'sire* for olTspring, on the one hand, and 
that for se'xual gratification, e)n the other. If the “passion 
be?twe*en the* sexe's’' to which he re'fers should solely or chiefly 
concern the latter desire, it might remain virtually unchecked 
without increiuse in population. It might be considered as a 
given quantity without fearing overpopulation. This is evi¬ 
denced by the low birth rate, small average family, and almost 
stationary population of France today. It must not be for¬ 
gotten, however, that the application of this criticism may 

* Those inclined to Indittle are Opiwiiheim, Ingram, and Cannan. for instance, 
while, on the other hand, Cossa, Marshall, Taussig. Hly, Patten, Carver. Bonar, 
Price, Cohn, and WolfT (J.) are among those attaching great importance to his 
thought. 
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vary accordingly as we define the term ^Sdce’^ und('r the pre¬ 
ventive checks. Malthus’ definition of '^vice’^ was a broad one, 
and would largely cover the case suggested in this criticism. 
Indeed, he specifically states that “if we consider only the 
general term [preventive check] which impli('s princi])ally a 
delay of the marriage union from prudential coiisidcTations, 
without reference to [moral] consequence's, it may b(' (‘onside'H'd 
in this light as the most powerful of the checks, which in mode'rn 
Europe keep down the population to the level of the' me'ans of 
subsistence.'^ ^ 

Again, though this is not essential to his thesis, h(‘ has l)(*en 
criticized for a lack of breadth and fon'sight in his vie^w of tlu' 
possibilities of increased subsistence through imj)rov('nH'nts 
in agricultural science and transport. Some have' gone' se) far 
as to claim that progress in agricultural te'chnique' oiTse'ts the' 
increase of population. But such would-be critics an' apt 
to overlook the fact that while output i)er acre may ine*re'as(', 
the cost may increase at a greate'r rate' and conse'eine'iitly the' 
output per unit of cost decrease. 

They are also given to pointing to the' large pe)pulation which 
now enjoys a better subsistence than eve'r be'fore', as e'vide'iice' 
of a breakdown in the Malthu.sian principle', not ne>ticing that 
it has been the opening up of new se)urce's of subsiste'uce' by 
improved transport methods that has made' this fe)rtunate 
situation possible, — a condition which not e)nly de)e's not dis¬ 
prove the “tendencies" formiilate'd by Malthus, but whie'h 
cannot continue indefinitely. Morc^over, it is easy to ove'rlook 
the fact that he recognized that sul)sist('nco might incrc'ase 
indefinitely, and that his argument had as its essential me^redy 
a different rate of increase as compare'd with population. On 
this particular point, if more atte'iition had beuin give'ii to his 
ratio, and less to his separate rates, there would have beem less 
misunderstanding. 

Finally, when he puts his rates of increase in population and 
produce together, the fact that his idea of diminishing returns 

1 6th ed., II, 218. 
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\vas a])p(‘ars. Increiisod density of population has often 

a(*t(Ml to r(*(hi(*(* costs and increase* production by causing better 
division of labor and iinproveancait in transjK^rt and organiza¬ 
tion of inark(*ts. Tli(‘se tliieigs, hovv<iV(‘r, an? after all but evi¬ 
dences of the* “])r(\ssur(i of population’’ compelling steps to 
secure n*li(‘f: population and productive? organization may each 
redact upon the* othe‘r, but pe)pulation, ''when unchecked,” is 
tiu* ste‘a(ly driving foreu*. C.’ertain it is that, whate*ver the 
e)rganizalion or iniprove*ine*nt, the*re must ultiinate*ly be some 
n(‘w space availal)l(‘ for occupation by any ste*aelily incre\asing 
population. .Malthus’ idra, the‘re‘fe)re, api)e»ai‘s to be substan¬ 
tially corr(*ct. The* troubh*, as one* write'r has fe'licitously e'X- 
j)r(‘ss(*(l it, is that “he* doe‘s not lay stre*ss, at any rate with 
sullicient (‘xplicitiu'ss, on the* limiting e*onditioiLs of its ap])lica- 
tion to fact.” ^ lie* elo(‘s not appre*ciate to the full the possible 
e*lTe*ets of an ine*r(‘ase* in })opulatie)n in maintaining or swelling 
the* rate of incr<*as(‘ in sub.sist(*ne‘e. 

In these* matte'rs, ]\Ialthus made toe) much e)f not being able 
to judge* e)f tlie* future* e‘xce‘pt by the* past.- There is a sense in 
whie*h this inability e*xists, but such an attitude* may lead to 
unelue* narre)\\ ne'ss e)f ^ i(*\v. In a word, te) the extent that Malthus 
gave* gre)unel fe)r thinking the law e)f eliminishing returns an 
histe)rical one*, he* was wreing. This is true, on the irhotey of his 
first e*elitie)n, aleine*. In the* late'r one's, he lapse*s into similar 
state*me'nts, but ine)re' and mem* guarels himself. 

It may truly be* saiel tliat it is by taking the Malthusian 
the*e)ry as a whe)le*, and con.side*ring pe)pulation in relation to 
.subsiste*ne*e, tliat a true* e'stimate of it is to be gaine'd. Accord¬ 
ingly, whe'ii all has be*e'n said, the true'st weakiu*ss of the the'ory 
lie*s in its eimi.ssions e*e)ncerning the pe)s.sibility of adjustments 
ill the* ide*as e)f man with re*lation to subsi.ste*nce.’ (1) "Sub¬ 
sist e*nce” is a re*lative thing, and means different quantities 
and (lualitie's ae*eM)rding to differeimes in "standards of living.” 

* Price, Pohticnl Hronomy in Englamt, p. 40. , 

* S(»o, e fc , .XppciidiK to .Sci f*<l. 

* Note the iiuit(*ritilism involved, and the fallacy. 
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(2) Population may be checked by causes not connected with 
subsistence, or not proportional to it. Malthus recognized 
this fact, but treated it as a mere “exception.*^ He admitted, 
for example, that an increase in subsistence, if it came to the 
well-to-do classes, might not cause increased population. But 
if this is true, how softened and contingent becomes his “prin¬ 
ciple of population''! Such an admission almost turns the 
“principle" around and makes population depend upon poverty 
— a part of population is poor; therefore, a part of population 
tends to multiply faster than subsistence! 

Undoubtedly some of the shortcomings of Malthus' logic 
are to be condoned as being due to his effort to attain a concise 
and forcible statement, which may be considered a factor in 
the misunderstanding of his doctrine. 

Malthus’ Contributions. — As one of the most important of 
Malthus' services, the fact is to be mentioned that ho was the 
first to devote a treatise to the principle of population. Thus 
he deserves great consideration for calling attention to the 
economic significance of an important subject which had b(»en 
neglected. He gave the problem a definiteness and distinctness 
which made its significance tangible. 

The Malthusian theory is important from the fact that it 
was partly instrumental in leading Darwin to his doctrine of 
Natural Selection. Darwin himself has said that his theory of 
the struggle for existence was only “the doctrine of Malthus 
applied with manifold force to the whole animal kingdom." 

Furthermore, Malthus collected a mass of valuable facts 
illustrative of his doctrine. The.se were important as showing 
the effects of various checks and stimuli, — emigration, poor 
laws, various customs. They influenced legislation, on the one 
hand, and on the other, they give him a claim to a place among 
the founders of historical economics.^ 

In this connection, it should be remembered that Malthus 
introduced a dynamic factor into economics. His principle of 
population made it more difficult to make the dangerous assump- 

Marshall, Principles of Economics, 4th cd., p. 256, note. 
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tion, other things being equal,” or to proceed abstractly on 
the basis of given conditions.” 

The Malthusian th(‘ory is espc'cially es.sential to an under¬ 
standing of the problems of social reform. Thus John Stuart 
Mill was prev(‘nted from unreservedly advocating govern¬ 
mental int(Tf(Tene(» with wages, of a highly Sf)cialistic char¬ 
acter, chi('fly by his belief in the theory of population which 
Malthus taught. 

If the diffieulti(»s Malthus saw are real, they must be reckoned 
with. If they are not, and the Malthusian doctrine is to be 
rejected, some othcT thf^ory must be produced which will 
l)etter explain the* facts upon which Malthus based his reason¬ 
ing, and which others hav(‘ confirnuHl. The* economist cannot 
go far without recognizing the tendcnci(\s with which Malthus 
dealt; and those atte^mpts to solve the social problem which 
run counter to the principle of ixipulation must ultimateh' fail. 

In conclusion, we cannot forget that Malthus has a claim 
to recognition as one of the co-discoverers of the relationship 
between diminishing returns and land rent.^ 

Bibliographical Note on Early English Controversies co.v- 
CERNING THE l^IPULATION QUESTION (1803-1833) 

Malthus’ essay provoked much discussion, and numerous works 
were put forth attacking his thesis, while others rallied to its defense. 
There were “anti-|K)pulatioiusts” or “subsistencians” (followers of 
Malthus), and “ |K)pulationists’* (his opjK)nents). tk)rne of the books 
of the day were as follows: — 

1800: Jarrold (T.), Dissertatiom on J/na, Philosophical^ Physiological, 
and Political; in answer to Mr, Malthas's Essay on the Principle 
of Population.'' The thought is optimistic, upholding Godwin, 
and proceeding from theological premises. Malthus’ checks are 
held to “arise out of circumstances that are |x;rfectly optional, 
and are most ex|)erienced under a bad system of government” 
(p. 301). The most interesting jxiint is his idea that anxiety and 
care lead to the extinction of those affected. 

1807: Hazlitt (Win.), A Reply to the Essay on Popidation in a Series of 
Letters. Published anonymously. This work argued that there 

^ See below, p. 293. 
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is no limit to subsistence until the earth’s surface shall be occupied 
and intensive culture resorted to. 

1815: Gray, Happiness of States, ‘‘In all ordinary circumstances pop¬ 
ulation has a tendency to increase, but not to over-incrcas(»; for 
this increase carries in itself the power of fully supplyinjij its 
various wants.” Population regulates subsistence. 

1816: Weyland (John), The Principles of Population aiul Production^ 
as they are affected by the Progress of Society; with a view to moral 
and political consetinences. Argues from theological premises, the 
Malthusian principle running counter to the idea of a benevolent 
creator (p. 6). The natural tendency of population varies with 
the state of society. Naturally, it tends to kee|) within the limitN 
set by the powers of the soil, only exceeding them through impolitic 
laws and customs. Some measure of excess is beneheial, as it 
stimulates progress. 

1816: Grahame (James), An Inepiiry into the Principle of Popuhdion^ 
including an exposition of the causes and the advantages of a tendency 
to exxd)erance of numbers in society, 

1818: Purves (G.), The Principles of Population and Production in¬ 
vestigated; and the Questiotis does Popubdion reguhdc Subsistence, 
or Subsistence Population . . . discussed, “Purves” was a notn 
de plume adopted by Gray, who published a book in 1815. “The 
notion of a constant tendency in subsistence to increase less rapidlg 
than population, and conse((uently to cheek the bdter by scarcity, is 
a wild fancy, utterly unknown to nature, and in as direct opposi¬ 
tion to the results of her arrangements, as any such tcMuhmcy in 
clothing, building, or any other division of the supply” (p. (>8). 
Scantiness of subsistence tends to incrccase births, superfluity to 
diminish them. Abundance of untouched means existing in old 
countries refutes Malthus. l\)pulation has no natural ratio of 
increase, when compared with time; while the ratio of increase 
of subsistence is impressed upon it by the cultivator. 

1818: Ensor (George), An Inquiry concerning the Population of Nations, 
containing a refutation of Mr, Malthus^s Essay on Population. 
Advocates political reforms as the remedy. 

1820: Godwin (Wrn.), Essay on Population. Contains a?i essay by 
Booth on Malthus’ ratios, which purports to refute Malthus’ use 
of ratios of increase. Malthus’ American statistics arc criticized. 
Godwin argued that history shows population has not decreased 
in many states; and that in Sweden, where conditions are favor¬ 
able, population doubles but once in 100 years. lOach new im¬ 
provement makes a new start by placing population and sub¬ 
sistence rat^s on a new level of equality. Any excess of population 
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coiiios ill the sliapo of infants, which serves as a warninj^ and 
enables adaptation. Moreover, each man has within him the 
pow(‘r to produce more than enough for his sul)sistencc. He lays 
any surferiiif^ due to overpopulation at the doer of {Kilitical facts. 

1821: PaveMistoiH* (It), A Fciv Ihtnhis as to thr Carrecltuss of Some 
O/iiaions (Irmralbf Enlertaiiud on the S\0)jcrts of Population and 
Politiral Ernnnmn. The tendemey of population to increase is 
iK^arly eejual in all times and places, and is not so rapid as Malthus 
thinks. \o restrictive measures are needed, for subsistence de- 
IH'iids upon numbers. In arj;uin>j that ratf*s of increase are inde- 
pcMideMit of social institutions he also undertakes to refute God- 
\Niirs ar^uincnt'^. 

1822' Place (Francis), Ilhe^rafinuit and Proofs of the Principle of 
Population: inrludiinj an rcaniination of (he proposed remMies of 
Mr. Malthas^ and a rephf to the ohjections of Mr. (todwin and others. 
ddiroujih a study of iniini^ration to America Malthus’ conclusions 
as to the rat(* of increase in population in that country are sub¬ 
stantiated. Plac(‘ hims<‘lf emphasizes education as a nnnedy. 

1S2.‘1: Fv(‘r(‘tt (.V. II.), -V<?c Ideas on Population. Increase in popu¬ 
lation brniK'^ its own remedy in increased productivity through 
division of Ial)or and increased skill. 

18.‘1(). Sadler (Michael T.), The Lair of Population; a Treatise in Six 
Hooks; in dispntof of the suptrfeeunditp of human heimjs^ and de- 
velopimj the real priori pic if their increase. Attempts a nfutation 
if Malthus Inj statisties. Theological premises. His ‘‘law” was 
that prolificiK'ss varies inversely with numbers, the controlling 
forc(‘ being space, modified liy the character of the land. 

1831: Senior (Win. X.), Tim Lectures on Population (Oxford). Senior 
upholds Malthus. He emphasizes security, freedom of internal 
and (‘xtcM’nal trade, e(|Ual social and industrial opportunity, and 
education. ‘‘’rh(‘s(» are propositions which Mr. Malthus has es- 
taldished by faids and reasonings, which, opj^ised as they were to 
long-root(nl jirejudices, and a.ssailed by every species of sophistry 
and clamour, are now .so generally atlmitted, that they have be¬ 
come rather matters of allusion than of formal statement ” (p. 50). 
Senior appiauls letters from Malthus explaining that by “tend¬ 
ency” he does not necessarily mean an actuality. 

18.32: Anonymous, A/? Emptini into the Principles of Population, ex- 
hihilimj a si/stem if reijulations for the Poor, desujncd immediately 
to lessen and finally to remove the evils which have hitherto pressed 
upon the Lahouriny classes in Society. Hotter adjustment of 
labor needed. Po.ssibilitics of chemistry in producing subsistence 
noted. 
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1832: Owen (Robt. D.), Moral Physiology^ A Brief and Plain Treatise 
on the Population Question. “ Neo-Maithusian^^ — artificial re¬ 

striction of size of families. 

1833: Lloyd (W. F.), Two lectures on the checks to population. 

For Carey's criticism see below, p. 324. For those of Sismondi 
and Messedaglia, see pp. 398, 678. The discussion was also carried 
on in other countries. Most of the criticism of Malthus was either 
beside the point, because his critics did not understand his principle 
with its several limitations and qualifications, or was vitiated by 
irrational theological premises. 



CHAPTER XIII 


RICARDO AND THE THEORY OF DISTRIBUTION, 
ESPECIALLY THE RENT DOCTRINE ^ 

Life and Circumstances; Chief Writings. -David Ricardo 
was born in 1772, in England. His father, a Hebrew immigrant 
from Holland, wius th(*n a member of the London Stock Ex¬ 
change*. His ancestors w'ere Portugu<*se Jews, a remarkable 
branch of a remarkable race. Spinoza, the philosopher, and 
Isaac Pinto, a publicist, came from the same stock. The boy 
rec(*ived some commt'rcial education, and at fourteen began 
his acquaintance with th(* Exchange. 

B(*coming involved in religious difficulties, he finally em¬ 
braced Christianity, and was cast off by his father. At twenty- 
one he began busine.ss on his own account, became a meml)er 
of th(‘ Stock lOxchange, and at twenty-five had already acquired 
a fortune. Coolness, good judgment, surprising quickness at 
figures and calculation, and a great capacity for work, were 
factors in his success. 

Having acquinnl a competence, Ricardo began to interest 
himself in sci(*nce. He first took up mathematics, chemistry, 
and geology; but, in 1799, his attention having been drawn to 
economic studies by a pcTusal of the Wealth of NaiionSy he came 
to devote himself chiefly to political economy. 

His first publication w^as a tract entitled The High Price of 
Bullion a Proof of the Depreciation of Bank Notes, Appearing 
early in 1810, it pji.ssed through four editions in two years, and 

* On Rirnrcio and his work, cf. Patt<'n, “ Malthus and Ricardo.” Anu'rican Eco¬ 
nomic Asaoc. Puhlirationa, 1S89; Hollander, “Development of Ricardo’s Theory 
of Value,” Quart. Jr. Earn., UKM; .American Economic ,issoriatwn Papers, 191! 
(Proceedings of Annual MeetinK. St. Louis. 1910): Diehl. David Ricardo*a 
Grumlaittze der Volkswirtscha/t unti Besit'urrung, Leipsig, 1905: Hollander, 
David Ricardo, Johns Hopkins University Studies, 1910, and the following foo^ 
note references. 


283 



284 


HISTORY OF ECONOMIC TIIOUGHl 


its principles were adopted in the Report of tlu' Bullion Com¬ 
mittee. When ]\Ir. Bosanquet, a prominent merchant, criticized 
these principles, Ricardo was induced, in 1811, to write* a Rephj 
to Mr, Bosanquet*s Practical Observations on the Report of the 
Bullion Committee, This reply is called by ArCulloch ^‘oiu* of 
the best essays that have appeared on any disputc'd qu(*stion 
of political economy.’^ It was followed by two tracts or (‘ssays: 
Essay on the Influence of a Low Price of Corn on (he Profits of 
Stock (1815), and Proposals for an Economical and Secure Cur¬ 
rency (1816). 

In 1817 he published his chief w'ork. On the Principles of 
Political Economy and Taxation. Although the book markenl 
the beginning of a real epoch in economic thought, only with 
great reluctance and after considerable* pe*rsuasi()n on the* j)art 
of his friends did Ricardo consent to bring it b(*fe)r(‘ the* public. 
He had already acquired semie re^putatie)n, anel it has be'e*n saiel 
that he feare'd this work would not sustain it. If such we*re* his 
feelings, he was most happily ellsappe)inte'd. A see*(md oditie)n 
appeared in 1819, and a third in 1821, 

His other important e*conomic publicatie)ns we're “The 
Funding System,an article ce>ntribute*el te) the Encyelopiedia 
Britannica in 1820, and a pamphlet e)n Protection to Agriculture. 
The latte^r appeare'd in 1822, and is callenl hy NTC'ulloe'h, wlu) 
was, of course, a warm aduure*r, “the be*st e)f all his pamphle'ts 
and indeed a ‘chef-d’oeuvre.’^’ M‘('\ille)e*h adds, “Had 
Mr. Ricardo never written an\ thing e‘lse*, this pam])hle‘t weuild 
have placed him in the first rank ejf political ece)nomists.” 

A manuscript describing a Plan for the Establishment of a 
National Bank was published after Ricardo’s de*ath, whie-h 
occurred in 1823. 

Ricardo was for se)me time a mc^mber of the* He)use^ e)f C'e)m- 
mons, to which he was elected in 1819, to repre'semt Pe)rtarling- 
ton. He was an independent in politics, but was ge*nerally fe)unel 
on the side of progress and reform. He did not, howeiver, take 
as active a part in Parliament as might have bee*n expejcted. 
He never spoke upon any subject to which he had not given 
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long and carc'ful study, and was regarded as an authority by 
many, his opinions b(ung highly valued. Ix)rd Brougham de- 
serilx's him as a speaker who was persuasive on account of the 
appanmt sincerity and purity of his motives, and by reason of 
the clearness and force of his argumcnits. 

In his private' n'lations, he* was kind and charitable, and made 
a generous use' of his we'alth. Be'side*s responding largely to 
appeals made' in bi'half of other institutions, he supported en- 
tire'ly out of his own pocke't twe> schools anel an almsholise. 

Se)m(‘ of the' elifTerence's between the? industrial environment 
of Aelam Smith and that ejf his folIe>we‘rs have Ix'en temched 
upem in the' chapte'r e)n Malthus. The're', the growth e>f popula¬ 
tion and atte'uelant pe)ve*rty we're' ne)ted. In cemnection with 
Ricardo and his time', it is piirticularly noteworthy that there 
had come' a ceunplete'r we)rking euit e)f the re'sults of the Industrial 
Re've)lution, and the' e'stablishment of the' factory s\'stem. There 
was alse) a rise' in grain prie'e's, cause'el by ('urre'iu'V depreciation, 
incrc'ase'd urban pe)pulation and e)the'r circumstances. This was 
acce)mpanie'el by a re'sort to pemrer se)iis, and higher rents. 

The' first ele've*le)pme'nt me'ant a me)re e'apitalistic industry 
in c'very se'use'; that is, a large'r use' of fixe'd capital in the form 
of plant and machiiu'ry, anel alse) an incre'tised sce)pe and sig¬ 
nificance e)f pre)p('rty rights, individual l>usine'ss enterprise, and 
ce)mpe'titie)n. Old reslrie‘tie)ns and re'gulations became obsolete 
anel be'gan te) be* repe'aU'el, anel fe)r a time ce)mixHitie)n was given 
ne'arly full sway. Old labe)r laws were repeale'd, and the trade- 
union prol)lem grew apace. The rise e)f ne'w industries, the e'x- 
pansion of trade, and the Nape)le'onic wars, begot change and 
mobility which were notables in ce)ntrast with the past. 

At the same time*, rising prie'c's fe)r food brought on ‘Vorn 
law^’ discussions, and the manufacturing classes, de^siring che'ap 
fe)od fe)r cheap labor, were arrayed eigainst the landowners. 

In such an atmosphere*, the question of the distribution of 
wealth could hardly sl(*ep. What weis the* cause and what the 
remedy for high fe)od price's and rents? How she)uld wages be 
determined, and what would be the effect of labor organiza- 
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tion? Upon what class should taxes rest? How would all these 
questions affect the profits of the capitalist class? Such were 
the problems of the day. The economist can see now that the 
time was pregnant with a theory of distribution, which, assum¬ 
ing competition, would center round the margin of land culti¬ 
vation. In the hands of a thinker like Ricardo, a Jew and a 
man of the Stock Exchange, such a theory would be given an 
abstract and absolute setting. 

The Principles of Political Economy. — a. Value. — In the 
first line of his first chapter, Ricardo quote's Adam Smith, and 
proceeds to follow him in distinguishing “value in use^^ from 
“value in exchange.'^ The latter is the value with which polit¬ 
ical economy is concerned. Utility is not the measure (deter¬ 
minant) of “exchangeable’^ value, though it is “absolute'ly 
essential to it.” “Natural value” is distinguished from that 
of the market, being not temporary and fluctuating, as the 
latter, but that which would exist if there were no disturbance 
in market conditions. It is always of this “natural” or normal 
value that Ricardo speaks. Thus far, then, Ricardo follows 
Smith. 

Assuming their utility,' he next divides commodities which 
have an exchange value into two classes: those which d(*rive 
it from scarcity, and those which derive it from the quantity 
of labor required to obtain them. A picture by Raphael would 
belong to the first class. Its value would be altogether irrespec¬ 
tive of the labor it had cost, and would depend only upon what 
people could or would give. This class of commodities is, how¬ 
ever, so limited in extent that Ricardo leaves it out of considera¬ 
tion, and devotes his attention to commodities of the second 
class: those which are “procured by labour” and which may 
be multiplied according to desire “without any assignable limit.” 

Adam Smith had explained that in the early stages of society 
preceding the appropriation of land and accumulation of capital, 

^Ricardo said utility is “absolutely essential,” but saw in it no means of 
measuring or determining values. To him, an analysis of sellers’ costs was most 
important. He bad no distinct concept of marginal utility. 
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the relative values of such things depended upon the quantities 
of labor expend(Hl in procuring them. In this, Ricardo agrees 
with Smith, but differs in maintaining that even after land has 
been appropriatc'd and capital applied to industry,^ relative 
values depend upon the quantities of labor required, the same 
as befor(\ Smith thought that in our present social organiza¬ 
tion, oth(T (»lem('nts than labor affect the comparative value 
of commoditii's; he found it influenced by wages, profits, and 
nmt. But Ricardo maintained that the rates of wages, profits, 
and nmt ex(*rcise no influence on normal relative or exchange 
valiK's. Profits and wages are equalized in all industries, Ricardo 
held, and h(‘nce could not affect relative values; w'hile rent is 
a result, not a cause, of values. j 

R(‘gardl<»ss of the truth or error of this position as a positive 
contribution, it was undoubtedly an important clarification of 
Smith’s position. M‘Culloeh even claimed that to have demon¬ 
strated that th<‘ ([uantity of labor required to produce a good 
is not identical with the.quantity of labor for which the good 
will exchange, and that the former quantity is the true basis 
of \'alu(‘, was one of the greatest improvements made in the 
science. 

The argument runs as follows: Wage rates do not affect 
general r(»lative values, because they, like profits, are the same 
in diff(Tent ('mjiloyinents. Perfect comi>etition is assumed, 
with th(^ corollary tliat the same price is paid for the same kind 
of labor by all employers. So long as A and B pay the same 
sum for a day’s work of the same kind, it is manifestly indif¬ 
ferent whether the sum be $1 or $10: both are affected alike 
by the rat(^ of wages. 

But if I offer to exchange with you a commodity on which 
five days’ labor has Ixmmi ex|x'nded for one which required ten 
days’ labor, you will object that the commodity I offer is worth 
only half yours, because it cost but half the labor. Difference 

^ Indeed, Ricardo taught that capital of some sort had codperated with labor 
from earliest times. 

* Principles, part 3, S 1. 
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in quantity of labor^ then, causes difference in value — if we 
assume equal wage rates. 

In this conclusion Ricardo takes some account of different 
qualities of labor; but argues with much obscurity that ^‘the 
estimation in which different qualities of labour are held comes 
soon to be adjusted in the market,” while, in case the same 
commodity is concerned, he assumes that variations in quality 
of labor between different times may be disregarded, — a 
questionable assumption.^ This much can be said: Ricardo 
recognized that in comparing quantities of labor time, allow¬ 
ance must be made for difference in intensity and skill. His 
mistake lies in the extreme and impractical abstractness of an 
assumption of equality of labor,^ a mistake which was later to 
be made the basis for a theory of value by the Socialists. 

What has been said of labor in general, applies equally to 
the labor employed in the production of capital. That is, capital 
is apparently reduced to stored-up labor. The “exchangeable” 
value of commodities in modern society, then, is in proportion 
to the labor sjoent not only on their immediate production, 
“but on all those implements or machines required to give 
effect to the particular labour to which they were applied.” 
Apparently, the idea is that as the capital is used up in produc¬ 
tion it gives off the labor which it embodies. 

It might thus seem that Ricardo, taking a ^tep which Smith’s 
common sense had shunned, and following along the road indi¬ 
cated notably by certain Mercantilists,® had adopted a pure 
labor-cost theory of value. Such was doubtless his tendency. 
He was compelled, however, to introduce several modificatioiLs, 
and finally to abandon this theory in its purity. 

While reducing capital goods to terms of labor, Ricardo 
reaches the conclusion that difference in durability of capital 
may also allow value changeSj quantities of labor being equal. 

' Cf. Whitaker, Labor Theory of Value, C^olumbia University Studies, XIX, 
No. 2, pp. 47 f. 

*See Jevons’ criticism, Theory of Political Ecotiomy (1871), p. 100. Cf. the 
criticism of Marx, below, pp. 492-494. 

* See above, p. 131. 
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Such (lifT('rcnces, hy introducing a varying time clement, make 
it possible for change's in wagers and profits to affect costs in 
different industries uneepially, and therefore to affect relative 
values. The less durable fixed capital approaches the nature of 
circulating capital. Evidently, if other things be equal, but if 
the capital of one ])roducer be less durable (fixed) tlian that 
of another producer, it will be used up more rapidly; and this 
difference alone? will cause a difference in the cost and the value 
of their products. If, however, a machine is very durable, the 
value of its product will be less affected by changes in wages 
and profits than one which soon has to \ye replaced.^ 

While the mere introdiurtion of capital does not affect rela¬ 
tive values, according to Ricardo the existence of differences in 
the proportion of fix('d and circulating capital in different in- 
dustri('s doi's affect relative values, and thus modifies his labor- 
cost theory.^ 

In a word, in treating of the results of the introduction of 
machinery, <'tc., (‘V(*n though regarding it as ^‘canned'' or 
^‘petrifiecU^ labor, Ricardo admits that his assumption of equal¬ 
ized wages and i)rofits bn'aks down, and with it goes the argu¬ 
ment agaiiLst the (‘iitrance of wages and profit into values. 

Finally, in a note to the third edition of his Principles, page 
46, he virtually admits that profits — that is, interest — is a 
cost of production. And in various letters to economist friends, 
he shows the same admission in more or less explicit form. To 
Malthus, who combated his theory, he confessed that it was 
not strictly accurate, but maintained that so far as he could 
see it camc' lu'arest th(' truth, as a measure of exchange value; 
while he wrote to MTAdloch, who believed as he did, that he 
often thought that were he to rewrite his chapter on value he 

* Chap. I, § 6. For a Root! discussion of this matter see Whitaker, History and 
Criticism of the Labor Theory of Value, Columbia University Studies, XIX, No. 2, 

pp. 62-66. 

* Chap. I, § A rise in the waRO rate would briiiR a fall in the interest rate. 
At the lower interest rate, fixe<l capital represents the present value of a smaller 
annuity, or annual return. Fixed capital, then, could lx? replaced more cheaply. 
Under perfect competition the value of its product falls, and the more fixed 
capital in proportion to circulating, the greater the fall. 
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would admit two factors: the quantity of labor, and the rate 
of profit which existed during the round of production. 

Ricardo seems to have thought an unvarying standard or 
measure of value very desirable, but deemed it impossible; for 
he believed that there is no commodity which requires an un¬ 
changing quantity of labor for its production. If there were, 
differences in the periods for which capitals are advanced would 
invalidate it. But he found so little change in gold and silver 
that he took money to be stable enough in its value for ordinary 
purposes. Toward the end of his career, he more and more 
argued for the substantial validity of such a standard.^ 

Considering all modifications and utterances in his corre¬ 
spondence, the most just way to put Ricardo^s doctrine, then, 
is as follows: assuming |>erfoct competition, and considering 
only those commodities which can be indefinitely increased, 
the quantity of labor involved makes the only practical basis 
for comparing normal values. The idea of mere labor (piantity, 
however, is somehow to be modified by recognizing the (pialita- 
tive element, skill and inteasity being considered. While normal 
value does not equal labor cost, the entrepreneur\s exjX3nses are 
substantially proportionate to the quantity of labor he uses. 
The payment of interest of different rates causes a variation 
which may be ignored for practical purposes. He had great mis¬ 
givings concerning his value theory; ^ but retained it in his book 
to the end. 

b. Value and Riches, — While he made the i)henomcna of ex¬ 
change value the chief object of his study, Ricardo was far 
from being blind to the difference between “wealth'^ and “wel¬ 
fare.’^ Indeed, how could he have been, familiar as he was with 
the work of Lauderdale? No one has more clearly exprcissed the 
difference or even conflict between the individual and social 
points of view with regard to the production and distribution of 
wealth than has the father of the Classical School's theory of 

» Hollander, “Development of Ricardo’s Theory of Value,” Quart. Jr, Econ., 
XVIII. 

* Letters of Ricardo to McCulloch, p. 132. 
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distribution, and om should not claim to know Ricardo until 
oiu' has road (UiaptcT XX of the Principles^ in which *Waluc and 
rich('s'’ ar(‘ discnissod. There he statei> that value differs essen¬ 
tially from rich(‘s, in that it depcmds upon the difficulty of pro¬ 
duction, not upon abundance. By increasing the ease of produc¬ 
tion, w(j (locr('as(? values, but add to the “national riches” and 
to th(‘ i)ower of future production. In closer connection with a 
refer(»nc(i to Lord Lauderdale, he wrote the following para¬ 
graph: — 

“It is true, that the man in ix)ssession of a scarce commodity is 
richer, if by means of it he can command more of the necessaries 
and enjoyments of human life; l)ut as the general stock out of which 
each man’s riclies are drawn, is diminished in (piantity, by all that 
any individual tak(‘s from it, other men's shares must necessarily 
l)e reduced in pro|H)rtion as this favored individual is able to appro¬ 
priate a greater <iuantity to himself." 

Ricardo expressly r(‘fcrs to this distinction as one, the failure 
to n’cognize which Ims Ikhmi the source of many errors in Political 
Economy. 

c. Distribution. — Probably, Ricardo^s chief significance in the 
developiinmt of (‘conoinic theory lies in his emphasis on “dis¬ 
tribution," and in the progress he made toward bringing the 
tlu'ory of distribution into relation with the theory of value. 
Tlui Physiocrats hardly conceived of distribution as a process 
of valuation that embraces all goods and services, including the 
factors of |U’oduction. Adam Smith took a long step toward this 
coiuH'ption; but his theory of value was not clear-cut, and he did 
not arriv(' at any marginal and differential analysis. Accord¬ 
ingly, OIK' can piece together Smith\s theory of distribution 
only with difficulty, and without consistency or completeness. 
With Ricardo, we for the first time come to griffs with “the 
problem of distribution" in the sense of a comprehensive scien¬ 
tific atteni|)t to deal with the causes that determine the “shares" 
in the total income of a society which go to the functional groups 
or cliusses. Such an attempt must correlate the values of prod¬ 
ucts with the incomes of producers. Whatever the theory, the 
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process of distribution must be explained, and that in a way to 
throw light upon both the value of the things distributed and the 
relative importance of the services performed by labor, land, 
capital, and enterprise. Something of this, Ricardo accom¬ 
plished, although he did not succeed in avoiding circular reason¬ 
ing, and throughout was handicapi)ed by a one-sided cm])hasis 
of cost. He extended the application of “the price system” far 
into the field of distribution, and the Ricardian theory of dis¬ 
tribution became the focus of economic theory. 

The whole Ricardian scheme of distribution is put in a nut¬ 
shell in his own words, thus: ‘‘Profits depend on high or low 
wages, wages on the price of necessaries, and the price of neces¬ 
saries chiefly on the price of food.” ^ The exchange value of food 
depends on the labor cost of producing it at the margin of land 
utilization; in the long run, wages tend toward a minimum set 
by this exchange value of food, and wage rates are equalized by 
competition. Profits get the remainder of the marginal product, 
and rates of profits arc equalized by competition. In the more 
productive land uses, therefore, rent arises. Thus is the total 
product of industry di.stributed. 

How then arc the various shares determined? 

d. Rent, — Ricardo's whole theory of distribution, including 
value, was inseparably bound up with the land factor and its 
margin of cultivation. He was not tlu^ first to have some idea 
of rent as a differential return. He was not the first to Imve some 
understanding of diminishing rel urns. But he was the first to 
bring these things into relation with his economic theory as a 
whole, and in the Ricardian economics the land margin occupies 
the center of the stage. 

The Ricardian law of rent embraces two ideas or complemen¬ 
tary phases: a resort to inferior soils and an extensive margin; 
and a law of diminishing returns leading to an intensive margin. 

James Anderson, long reputed the originator of the rent 
theory, had at most grasped but one phase, the extensive margin; 
as late as 1801 he seems to have believed that increasing returns 

^ Principles^ Chap. VI, p. 12.3, 2d ed. 
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Howard nioni intonsivc' fultun'^ of kinds already in And in 

tli(‘ first (‘(lit ion of his Enmy on PopuUition (1798) Malthus made 
no statcm(‘nt of a law of diminishing^ njturns. It was one of the 
fundanKMitals of his tln^ory, however, and in the second edition 
it a|)i)(\‘irs ek'arly.'^ Hut it was not combined with the other 
phas(' to mak(‘ a rent tlu'ory. Some trace of such a diivelopment, 
inde(‘d, appc^ans in his Obsemitiotus on Uie EffecLn of the Corn Laws 
(1814),'^ but it was not until the middle of this year that the 
C(4(*brat(Hl ParliiiriKMitary Reports resjmiing Grain and the Com 
Laws w(‘n' ])iiblished, clearly jiointing to a relation between 
rising grain pric('s and lower margins of cultivation, both in- 
i(‘nsiv(* and extensive*. 

A f *w months later, and almo.st at the same time, three men 
took the* ste‘p e)f e-l(‘arly e*o<)relinating the* two margins: ^ Malthus 
in an Inquiry into the Nature and Progress of Rent, and Grounds 
of an Opinion on the Polinj of Restarting the Importation of 
Foreign Corn: Sir Julward \Ve*st in an Essay on the Application 
of Capital to Land: and Ricardo in his Essay on the Influence of a 
Low Price of Corn, lliough his Essay was the last, Ricardo had 
sugge*s(e'd the st(*p in a l(*tt('r to Malthus; ^ and he so made the 
itl(*a his own that there is a large (*Iem(‘nt of truth in the phrase 
^‘Ricardian law of re'iit.” In his I^r:nciples the full theory ap- 
pe'ai’s. 

' Soe P* crrrJuins in A^jriruUnri. Xaturnl Jlistory, itc., Vol. IV, p. 374. Cited by 
Cannan, I^roduction ami Di.^trihutioti, p. 115. Sen* Uollander, “The Concept of 
Mar«i!Kil nciit,” Quart. .Ir Kron., I.\, 179. On .Vnder.son see Brentano (L.), 
Jarnrs [rultrsftn Drd Schrift* n ufur Kornyi tir u. (rrunUn ntt\ Leipzig, 1S93. 
Anderson take.s a serie.s, H, (’, I), lO, F, represcniting different grades of land. 
Price deterinimvs rent. If price dro|)S Indow co^l on F, that land is abandoiu'^ 
asstiming society can get enough without it. Kent is the premium on cultivating 
8ui> *rior soils. {Inquiry into tke Nalurc of ihf Cora Laws, 1777.) 

^ .\l)ove, p. 207. 

^ Ibtllainler, “The (^mcept of Marginal Rent,” Quart. Jr. Econ., IX, ISO. 

^ (A)lonel Uolwrt Tornnis should Ix) mentioned here. His A/i Essay on the 
Ertrrnal Corn Tratl appeared early in 1S15, staging the law of rent, in so far as 
an extensive margin is concerned, very clearly and quite independently of 
Malthus or West. Perhaps John Hooke wi\s the first to suggest the rent doctrine. 
Though hi.s Criticiptrs of Sationnl Wmlth did not appear till 1S25, the suggestion 
of the theory appeared in a series of articles in Thv Farmer's Journal during 1S14 
and ISb*), especially February, 1S15. (JSee Seligman, “Some Neglected British 
Economists,” Enm Jr.. XIII, 511 f.) 

^ Letters of Ri(;ardo to Malthus, cd. by Bonar, p. 47. Oot. 23, 1814. 
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Adam Smith and the Physiocrats, as has been seen, regarded 
rent as a gift of nature, and as consisting in that part of the 
produce of land which, after deducting the wages of labor and 
profits of capital, is received by the landlord. They, however, 
did not attempt to determine precisely what rent different land¬ 
lords would receive. Ricardo was in a position to develop their 
ideas on this subject. Rent he defines as “that portion of the 
produce of the earth which is paid to the landlord for the use of 
the original and indestructible powers of the soil.'' It “in¬ 
variably proceeds from the employment of an additional quan¬ 
tity of labour with a proportionally less return." ^ 

Accordingly, the portion of the landlord may be discovered 
by considering the successive steps by which the land of a 
country is brought under cultivation. So long as the best land 
is abundant and every one can have it by taking possession, it 
is manifest that there can be no such thing as rent. As popula¬ 
tion grows and the needs of the people become greater, however, 
the best land is gradually taken up until none remains. It is now 
necessary to have recourse to land of an inferior quality, which 
may be called land of the second class. Now those who have 
already taken possession of land of the first class have a manifest 
advantage over those who are obliged to take up land of the 
second class. Land of the second class must pay the wages of 
labor and the ordinary profits of capital, or it would not be 
cultivated. But land of the first class does this and something 
more. This something more constitutes the rent of the landlord: 
Jfhe farmer can give him so much and still receive the usual rate 
01 profits and pay the wages of his labor. 

In the course of time, it becomes necessary to cultivate land 
of a still poorer quality, land of the third class. As profits on 
capital must be equal as well as wages, according to Ricardo, and 
as this poorer quality of land must pay profits and wages, land 
of the second class can pay a rent which is equal to the difference 
between the value of its produce and that of the poorest land 
under cultivation. Land of the first class pays a higher rent, 

» Principles, Chap. II, 2d ed., pp. 47, 55. 
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equal also to the difference between the value of its produce and 
that of land of the third class. 

This loads to the following conclusion: “With every step in 
the progress of population, which shall oblige a country to have re¬ 
course to land of a worse quality, to enable it to raise its supply of 
food, rent on all the more fertile land will rise,” and will always 
be equal to the difference between the produce of a given quantity 
of capital and labor on the more fertile land and the poorest. 

It often happens, however, that additional capital will be 
applied to land already in a state of cultivation instead of taking 
up new land, which event “will equally create a rent.” Suppose 
that a given amount of capital and labor produces on the best 
land one hundred quart<‘rs of wheat, and that doubling the 
capital and labor would produce eighty-five additional quarters. 
The additional investment would be made in case land of the 
next lower quality would not produce eighty-five quarters if the 
same amount of capital and labor were applied to it. In this 
case, the landlord would receive the difference betw’cen the 
products of the two units of capital and lal)or invested, or 
fifteen quarters. “In this case, as well as in the other, the capi¬ 
tal last employed pays no rent.” ^ 

It follows, of course, from the foregoing that rent, as such, 
has no direct effect on prices, for they are determined by cost of 
production on the land which pays no rent. If contract rent * 
were abolished, the cultivators of the more fertile soils w’ould 
receive the income of the landlords, but no other class of society 
would receive any benefit by its abolition. 

Toward the close of his chapter, Ricardo discusses the effect 
of improvements on rent, concluding that, inasmuch as they 
diminish inequality in the produce of portions or units of capital 
employed on land, they tend to reduce rents. Improvements, 

* Principles, Chap. II, 2d cd., p. 54. 

* It ia conducive to cicarncas to keep the diatinction between pure economic 
rent and contract rent in mind. The latter ia the rent paid by a tenant to the 
landowner, and may l>e more or leas than the economic rent. Contract rent can 
be abolished; but economic rent, existing in the nature of thought, must exist 
wherever there are investments on land which yield different returns per unit. 
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however, are of two sorts, and do not affect rent equally. Those 
which, like better fertilization, enable us to obtain the same 
produce from a smaller quantity of land, and so tend to raise 
the margin through a withdrawal of the worst land from cultiva¬ 
tion, lower both corn and money rents. On the other hand, im¬ 
provements in agricultural machinery, etc., may simply lead to 
the production of the same quantity on the same lands at a lower 
cost, thus reducing money rents, but leaving corn rents unaf¬ 
fected. If the latter improvement leads to a readjustment of 
investment, however, so that a larger proportion of a given 
capital is applied to the better land, both corn and money rents 
will be affected. 

The landlord is benefited by difficulty of production. The 
farther down in the scale the increase of population forces 
cultivation, and the higher the price of provisions, the great(*r 
his gains. His advantage is thus opposed to that of the rest 
of society, — another view with a pessimistic tendency. ‘ 

Ricardo and Ricardians were erelong to have some aspects 
of their rent doctrine criticized ^ on the ground that they as¬ 
sumed an order of cultivation in which men took the most 
fertile lands first and proceeded to less and less fertile ones, 
which is not always the fact. But Ricardo^s statement is this: 
‘^The most fertile, and mo.st favourably situated land will be 
first cultivated.'^ While the unwary reader may easily get the 
impression that fertility alone is considered, this is not the case. 
The situation clement is recognized. If all lands were equally 
fertile, there would be no rent, ‘^unless where it possessed pecu¬ 
liar advantages of situation," says Ricardo. 

^ On the other hand, a certain note of optimism born of the possibility of 
increasing returns in manufactures may be noted. In Chap. V, “On Wages,” 
he wrote: “The natural price of all commodities, excepting raw produce and 
labour, has a tendency to fall, in the progress of wealth and jKjpulation,” for 
the rise in price of raw material is “more than counterbalanced by the improve¬ 
ments in machinery, and by the better division and distribution of labour, and 
by the increasing skill both in science and art, of the producers.” 

2 By Carey in America (below, p. 322), Torrens in England, and von 
Thiinen in Germany. The first was most sweeping; the two last merely empha¬ 
sized the situation element. Samuel Read in his Natural Grounds of Right to 
Vendible Properly or Wealth (1829) also criticized Ricardo. 
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III any case, of course, the criticism lK3ars only upon the 
niov<‘m('ut of rent as an historical fact, whffch Is not the essence 
of the theory. 

Assuming that the movement was from tetter to worse 
soils, — as, inde(‘d, it is, aU things considered, — Ricardo 
took the iK‘ssimistic view that rent is not the result of the 
geiuTOsity of nature, but of luT niggardliness. If there were 
an unlimit(‘d su])])ly of (;(iually productive land, as there is of 
sunshiiK^ and wat('r, tla^re would te no rent. ‘‘Nothing is 
more common,” says Ricardo, “than to hear the advantages 
which land ])ossesses ov(t ev(‘ry other source of useful produce, 
on account of tlu' surplus which it yi(‘lds in the form of rent. 
Yet when land is most alnmdant, when most productive and 
most fertil<‘, it yi(‘lds no nuit, and it is only wlaui its powers 
decay, iind less is yieUk'd in return for labour, that a share of 
the original produce of the mon* f(*rtile portions is set apart for 
rent. It is singular that this (juality in the land, which should 
have Ix'cn noticixl as an im|)erfection, comparcxl with the 
natural agents by which manufactun's are as.sisted, should have 
been pointi'd out as constituting its |X'culiar preeminence.” 

Malthus, starting with early society, when poor tools and 
oft(Mi tlH3 less f(ntil(» soils were u.sed, pointed out that then 
population was ch(‘ck('d by scanty food. With civilization 
caiiK* improvc'd i)rocesses and implements, increasing the 
))roduc(‘. Th(' t(Midency of |K)pulation to outrun subsistence, 
how(!V('r, k(M'ps juices uj), and therefore rent increases. Malthus 
does not consiiU'r it to 1x3 a deduction from other shares. It is 
the result of the Ixumty of nature. 

Ricardo, on the other hand, takes the haigland of his day. 
He se(\s cultivation extended to jioorer soils, and more inten¬ 
sive culture. At the same time, rents are increasing and profits 
decrc'asing. He conchuk's that rent is a deduction from the 
i>th(3r shares in distribution, and is due to the niggardliness of 
nature.' 

* Soc Patten, Malthus and Ricardo, American Economic Association Publioa- 
tions, 1SS9 
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In criticizing the Ricardian theory of rent, one must keep 
distinct the theory, as such, and any deductions about social 
classes and historical movements. Two men might uphold 
the theory while maintaining different views on the latter 
subjects, as did Malthus and Ricardo. The rent theory proper 
stands to this day, the result of nearly a century of criticism 
having been a more careful and limited formulation, and a less 
absolute statement of its unique character. (1) Thus the word 
‘‘indestructible,'' as referring to the powers of the soil, has 
been dropped as being misleading. In so far as certain elements 
of fertility are concerned, the power of land may be destroyed 
and replaced in a sense somewhat similar to that in which 
things are “manufactured." ^ Yet there are certain elements 
that go with land, such as climate, which in the present state 
of the arts can neither be destroyed nor made; while, in general, 
the destruction and making of any land element takes place 
with such unequal facility as to make those relatively permanent 
inequalities which are essential to the rent theory. (2) That 
differentials similar to land rent are widespread, both in labor 
and capital payments, has been pointed out. These have been 
called “quasi-rents," but lack the permanence and generality 
of land rents. (3) Then there are those, beginning with Mill, 
who attack the idea that land rent is price determined, and 
maintain that under certain exceptional conditions, if con¬ 
sidered from a narrow individual point of view, rent enters 
price. (4) Richard Jones, in an Essay on the Distrihution of 
WeaUhf^ criticized Ricardians because at various times and 
places the principles laid down by Ricardo did not seem to 
apply in the case of peasants' rents. But again, this only shows 
that, competition being limited by custom, the full economic 
rent was not exacted. This may be true today, but does not 
affect the Ricardian theory proper.* 

^ Yet even here the question may be raised if the difference in degree does not 
constitute a difference in kind, as so often happens in economics. 

^London, 1831. 

’ For full discussion of various criticisms see Diehl, Ricardo'a Volkamrtachaft 
und Beateueruno (Leipzig, 1905), Vol. II, pp. 199 ff. 
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e. Wages. — Rent being nnieasured from the worst investment 
on land, where wages and profit alone are paid, Ricardo must 
next inquire what determines these payments. Following along 
the easy course indicated by the Physiocrats and Adam Smith, 
he adds the Malthusian principle, and the result is his so-called 
iron law of wages, das eherm Ijohngeseiz^ as Lassalle called it. 
The theory was virtually formulated by Torrens in 1815. ‘ It is 
this: ‘‘The natural price of labour is the price which is necessary 
to enable the labourers, one with another, to subsist and to 
perpetuate their race, without either increase or diminution.^' 
It was this natural or necessary price that chiefly concerned 
Ricardo. 

Now labor, he would have said, Is a commodity, and may 
be increased or diminished in quantity like other commodities. 
In an advancing state of society, the market price will be above 
the natural price and may continue so for a long time; but early 
and frequent marriage's and large families will produce all the 
lal)or reepiired, and will eventually reduce it to its natural price. 
In a declining state of society, on the other hand, labor would 
sink Ix^low its natural price, and the supply would diminish on 
account of frequent deaths, few marriages, and small families. 
This is substantially the view to l>e found in the writings of 
Turgot and Adam Smith, though the earlier thinkers did not 
formulate the law with the same precision. 

But what forces make wages rise in an advancing state? 
What sets a maximum? What forces cause them to fall again? 
To just what level? 

The market rate of wages, Ricardo thinks, may, in an im¬ 
proving society, be above the natural or normal rate for an 

' Ricardo was undoubtedly influenced in his statement by Torrens* Essay on 
the Corn Trade, which contains the following passage: "The proper way of re¬ 
garding labour is as a commodity in the market. It therefore has ... its market 
price and its natural price ... its natural price . . . consists in such a quan¬ 
tity of the necessaries and comforts of life, as from the nature of the climate and 
the habits of the country are necessary to support the lal)ourer, and to enable 
him to rear such a family as may preserve in the market an undiminished supply 
of labour" (p. 62). Ricardo himself says: *'The whole of this subject is most 
ably illustrated by Colonel Torrens.** 
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‘‘indefinite period.” This will be due to an increase in capital, 
by capital in this case meaning chiefly food and clothes; “for in 
proportion to the increase of capital will be the increase in the 
demand for labor.” ^ Where there is an abundance of fertile 
land, the productive power of labor is high, and the accumula¬ 
tion of capital, which depends upon that powca*,^ may be more 
rapid than the growth of population. Accordingly “the price of 
labor” rises. 

But the increase of capital is limited by the prodiictivenesR 
of labor on land. As i)opulation increases, poona* investments 
on land must be made, and the return to capital being decreased, 
the demand for labor slackens. This brings tlie rise in wages to a 
halt. Ricardo sets no definite maximum point; save that in the 
chapter on profits he states that, at the margin, wages cannot 
rise so high as to deprive capital of all ])rofit.* 

“In the natural advance of society,” however, wages have 
a tendency to fall. Real wages do so because demand d(‘(*r(*ases 
relatively to supply: population tends to incn'ase, but there is a 
decreased rate of production on account of the limited quantity 
and differing quality of land. Thus more labor is recpiinHl in 
production, and therefore the price of necessaries rises, so that 
money wages are sustained. Real wages fall, howev(?r, and the 
laborer is really worse paid. His fate is less happy than the land¬ 
lord \s; his corn wages will be reduced, and “his general condition 
will be deteriorated.” 

Here, then, is another view tending toward pessimism. 

The minimum point is set by the quantity of food, neces¬ 
saries, and conveniences which have become essential to the 
laborer through habit. This makes the natural wage. Thus, 
in Ricardo\s wages system, the price of labor depends upon 
the price of those goods which the laborer's standard of living 
make essential, which price in its turn depends (chiefly) upon 
the quantity of labor required to produce the goods. In a 
word, the minimum daily wage, according to Ricardo, consists 

^ Principles, Chap. V, 2d ed., p. 89. * ® See below, pp. 304, .306. 

* Ibid., p. 92. 
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of th<‘ ii(HM‘ssitio.s which can Ixi produccicl by th(‘ lal)orer in a 
day’s work upon marginal land, the necessary pnjfits upon the 
capital (‘inployed l)eing deductc^d. 

It is hardly n(‘c(»ssary to ol>s<Tve that this minimum is not 
the bar(^ subsistence which it used to b(i paint(‘d. Th(* *Von- 
venienc(*s Iw^corne (\ssential to him from habit” may be con- 
siiha'ably inoni than a bare subsistence. Ricardo mak(‘s this 
cl('ar in discnissing the variation of the natural price of labor in 
diff(*rent countries. 

In accordanc(i with this idea of a minimum, Ricardo finds 
one means only of pcTinanently assisting labor(*rs, and that 
is by giving them such a taste for the comforts and conv(aii(*nces 
of lif(^ as will h'ad them to regard tlu^ said comforts and con- 
vTiiiences as luwssary to life. ‘^The friends of humanity cannot 
but wi.sh that in all countries the labouring classes .should hav<* a 
taste for comforts and (uijoyments, and that tiny should 1x3 
stimulatc’d by all legal means in th(*ir (*xertions to procure th(*m. 
Then^ cannot 1x3 a Ix'tter security against a suiwabundant 
population. In thos<i countries, where the labouring classes 
hav'e the fiwvest wants, and are contented w'ith the clK'ajx'st 
fo(xl, ihv, ix'ople are (wposeil to the gn^atest vici.ssitudt's and 
miseries.” * 

As to governmiMit inb'rft'rence with th(3 lalxir contract, 
Ricardo concluded tliat, ‘‘Likeall other contracts, w’ages should 
be left to tlu! fair and free comjX'tition of the market, and should 
never lx* controll(*d by the int<»rferenc(‘ of the legislature.” * 

As indicat(‘d by the above exposition of Ricardo’s theory, 
he at i)oints clearly suggested a wages-fund theory. But he 
did not hold th(^ idea of a rigidly fixed fund.^ This, indevd 
would hav(^ Ix^en inconsistent wdth his idi'a of a natural wage 
determined at the poviTty point. It was left for followers to 
develop the idea of capital as a fund for the subsistence of 
laborers and (h^termining the demand for them. 

' Principles, Chap. V, 2fl cd., p. 95. 

* I hid., p. 10.1. 

* 8e<l •TausHig, Wajenand Cnpdal, Chap. IX. 
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So abstract and absolute a wage theory as Ricardo^s proved 
thoroughly unsatisfactory. Nowhere does the viciousness of 
the great economist’s abstract method appear more clearly. 
Overlooking differences in work and workers, non-competitive 
groups, etc., he assumes an average laborer doing average work 
under conditions of perfect competition, and receiving a nat¬ 
ural” wage. The effect of laws and customs is virtually ignored, 
or is dismissed as a ‘disturbing” factor. He assumes that all 
laborers are hired by capitalists with the idea of profit. In the 
face of facts, such assumptions appear so unreal as almost to 
make the so-called “tendencies” and “natural” wage rates 
deduced by their aid the exception rather than the rule. 

Again, Ricardo made the Malthusian principle of popula¬ 
tion one of the factors in his wage theory. As stated by Malthus, 
the principle does not lead to a subsistence wage as a necessary 
conclusion, but as usual, Ricardo ordinarily leaves out “dis¬ 
turbing” elements! Even granting that Malthusianism does 
necessarily lead to this, it has appeared that as anything more 
than a statement of what would happen if certain other forces 
were not effective, the tendency of population to increase be¬ 
yond subsistence is untrue. As more than a tendency — as an 
historical fact — it is not valid. Thus it is at best a weak argu¬ 
ment upon which to base a wage theory. Ricardo’s theory is as 
weak as is the Malthusian principle absolutely put without its 
limitations. Naturally, “it leads to as pessimistic conclusions.” 

f. Profits and Interest, — Ricardo’s treatment on profits (in¬ 
terest) is the least satisfactory part of his work. It is not only 
accompanied by error, but is also so slighted and secondary 
as to be but a rudimentary theory. His whole treatment might 
with little exaggeration be styled “some remarks on the relation 
of profits to wages.” 

To begin with, there is scant discussion of the source of 
profits, and no analysis into component parts. Profits consists 
of interest and undertakers’ or entrepreneurs’ gain; but the two 
elements remain virtually undistinguished, Ricardo considering 
that the interest rate is determined by the rate of profit the 
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entrepreneur can make. The source of profits, the productivity 
of capital, is taken for granted even more tacitly than the part 
played by utility in value. 

The definition of capital comes in the chapter on wages. Cap¬ 
ital is that part of a country's wealth which is employed in pro¬ 
duction, and consists of food, clothing, tools, raw matc'riaLs, 
machinery, etc., necessary to give effect to labor. But chiefly, 
one gathers, it is considered as advances to lalx)rers; and profits 
depend upon an excess of the product over such advances. 

Briefly put, it is Ricardo's doctrine that the rate of profit 
depends immediately upon wages, rising as wages fall and falling 
as wages ri.sc. Formally statc'd in his own words: *4n all coun¬ 
tries, and at all times, profits d(*|x*nd on the quantity of labour 
requisite to provide necessaries for the laboun^rs,^ on that land 
or with that capital which yields no rent." ^ For the determina¬ 
tion of profits, we must look to the margin of cultivation. In 
the case of the least productive investment in agriculture, the 
total produce only pays labor and capital. There is no rent. 
This product, then, limits the amount of wages and profits. 
But how much of it will the capitalist get? He gets what the 
laborers leave. Th('y must live and reproduce, and receive wages 
enough to enable them to do so, as well as obtain such conven¬ 
iences of life as may have become necessary to them. The cap¬ 
italist is the re.sidual claimant. 

If the marginal investment on land is yielding, say £720, 
it ‘‘must be divided between wages and profits. ... If there 
be no excess, there will be no rent. Whether wages or profits 
rise or fall, it is this sum of £720 from which they must both 
be provided. On the one hand, profits can never rise so high 
as to absorb so much of this £720 that enough will not be left 
to furnish the labourers with absolute necessaries; on the other 
hand, wages can never rise so high as to leave no portion of this 
sum for profits." * 

* That is. on the value of labor, or wages. 

* Principles, Chap. VI, 2d ed., p. 133. Note the clear-cut distinction between 
extensive and intensive margins. 

’ Principles, Chap. VI, 2d ed.. p. 110. 
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Two questions arise with regard to this statc'iiK'nt of tlio ease; 
first, what minimum limit to profit is there? In the above quo¬ 
tation, Ricardo admits a minimum, — with what significance 
will appear in a moment, — saying that some portion of the 
£720 wages-plus-profits aggregate must always be left for 
profits. Elsewhere he states that ‘Hong before^' profits were 
reduced to nil “there would be no motive for accumulation;'' ^ 
“ profits must be suGicient to afford an adequate compc'iisation 
for their trouble, and the risk.” - Thus there is some implication 
of an abstinence idea, but it is carried no farther, and is not 
brought into connection with the general theory of profits. 

The second question is: how is the margin determined, that 
is, what limits the amount of the wages-plus-profits aggregate 
(£720)? That this question concerns a maximum point for 
profits, will at once be perceived. Now it cannot be said that 
the necessity for paying a subsistence wage fix(\s a maximtim 
limit for profits, unless the margin at which the wages-plus- 
profits aggregate is just yielded, is determined by wiiges pay¬ 
ment alone. If there is, for example, a necessary minimum rat(‘ 
of profit, the wages-plus-profit aggregate, and tlui margin, will 
be modified by profits to that extent; and the upper limit of 
profit payment becomes elastic in so far as wages are concerned. 
In order to give the minimum profit, the marginal return might 
have to be higher, and the aggregate be, not £720, but, say, 
£ 800.3 

Ricardo's general argument would mean that the wages would 
be the only necessary expense. The farmer would push culti¬ 
vation to less productive levels till, at the margin, wagers only 
would be paid. Ricardo, however, himself recognizes that a 
minimum payment is necessary for capital, and, perhaps un¬ 
consciously, admits that the position of the margin must be 
affected by such necessity. This being true, what prevents 

^ Note the productivity idea implied. 

2 Principles, Chap. VI, 2d cd., pp. 126-127. 

® Jevons was probably the first to criticize thoroughly the Ricardian theor 3 
along the line here followed. See his Theory of Politicol Economy, London, 1871, 
pp. 256 ff. 
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profits rising to any hoight, according to tho scarcity of capital, 
simply n(‘C(»ssitating a higher, more productive margin? The 
\vag(\s-pius--profits aggregate would lx? gr(»at(T. High(‘r profits 
would be possible. Wages and profits might rise at th(» same 
time. 

Th(‘ truth is that profits are not de|xmdent upon wages, but 
are ind(»pend(‘ntly d(*t(Tmin(Hl, in the s(»n.sf» that wages arf‘. 

Ricardo thought that with progress in civilization, j)rofits 
t(Mul to fall. This would not lx? du(‘ to a cfmifK'titimi of capitals, 
to which he allowcnl but a temporary (»fTect, but to a low(*ring 
of the margin of cultivation following increased demand for 
food and rising pric(\s. High prices for nrx*f\ssari(‘s, high wag(*s, 
low profits, — this is tin* t('nd(‘ncy. “This tend(Mu*y, this gravi¬ 
tation as it w(*r(' of profits, is happily (dieckc'd at r(‘peat(‘d inter¬ 
vals,“ how('V(‘r, by improvcmients and discovcTies in machinery 
and jigricultural sci(*nce.* 

OiK' r(‘sult of Hicardo^s teaching was an emphasis on the idea 
that there is a natural and imwitable struggh* of class(*s. Put 
V(Ty g(‘ncnilly, and in anoth(»r way, it was Ricardo\s idea that 
th(' share of the* landholder increas(»s, and that it dfx\s so at the 
(‘xpens(' of any n'al increase in th(‘ shares of lalx)r and capital. 
He taught, mon^over, that the' laws of nature make' for a per- 
^petual struggh' lx»tw(H'n capitalist and lalxmu*, which is cer¬ 
tainly a gl(X)my view. “There can be no rise in the value of 
labour without a fall of profits. If the corn is to be divided 
b(‘tw(M'n th(' farmer and the labounr, the larger the j)roportion 
that is given to the latter, the h'ss will remain for the fomier. 
So, if (‘loth or cotton gcxxls be divided betwc'en the workman 
and his employer, the larger the proportion given the fonner, 
tho less n'lnains for th(‘ latter.^^ * Adam Smith had already 
hinted at th(\se ]X'ssimistic doctrim's, Init he did not bring them 
out with such ch'arness and pn'cision as did Ricardo. (As im- 
pli(‘d els('wh('ro in this chapter, Ricardo, while a follower of 
Adam Smith, wiis far from being a mere expositor of his prod- 
ec(\ssor.) 

* Princ'jdvs, Chap. VI, 2d od., p. 124, 


* Chap. I. § 4. 3d ed. 
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Ricardo’s Ideas on Surpluses. — The Physiocrats made much 
of the idea of the return from land as a unique surplus; their 
produit net was a sole surplus over costs, arising from the bounty 
of nature. Ricardo, as indicated in the section on rent, also 
treated rent as a surplus, while basing it upon the niggardliness 
of nature. 

At points, however, he suggests the existence of other sur¬ 
pluses. Labor, he says, may sometimes receive a surplus; and, 
above all, he makes some remarks concerning profits which 
would seem to indicate that he regarded them in part as some¬ 
thing over and above cost. In this matter, he is not consistent, * 
having probably not given it distinct consideration. Thus his 
discussion of the wages-plus-profits aggregate, taken in con¬ 
nection with his idea of a minimum subsistence wage, would 
leave profits as a varying residuum, containing presumably an 
element of surplus. Also he states that taxes can be made to 
rest upon profits, and that savings can be made from them,* 
which would lead to a similar conclusion. On the other hand, 
he conveys the idea of the necessity of profits as a motive for 
accumulation and as a compensation for risk and trouble; and 
at one point he says that a tax on profits would raise prices.® 
Again, the tendency of profits to a minimum (later worked out 
by Mill) is suggested. ^ 

These various ideas were not connected and correlated by 
Ricardo. It does not seem fair to say more than that his treat¬ 
ment is wavering, and that had he been put to it he would, 
when assuming competitive conditions, probably have made 
profits a cost, not a surplus. 

Money; Foreign Trade. — Other notable features of Ricardo’s 
work are his discussions of money and foreign trade. In his 
famous pamphlet on The High Price of Bullion^ he distinguished 
money from ‘‘other capital,” and developed the idea of an 
equation of exchange depending upon rapidity of circulation, 
confidence, and bank credit policies, as well as upon the quan¬ 
tity of the medium of exchange. By taking the general level of 

1 See Chap. XXVI, » 2d ed., p. 441. » Ibid,, p. 246. 
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pric(\s for granted, ho avoids the error of the ‘‘quantity theory^' 
of moiK^y value. Ho concludes that no mere change in the 
quantity of money can changes the ratio of its total value to the 
total value of all goods. Ricardo was a “hard money” man, 
and proposed as tluj remedy for inflation a gradual reduction of 
notes in circulation until the remainder should have “<‘qual 
value with the coins they represent.” As to foreign trade, he 
emphasiz(»d the ability of acquiring goods ch(‘aply through in¬ 
ternational division of lal>or,‘ and partly worked out the idea 
of comparative cost, though on this bust point he may well have 
drawn upon C^olonc*! Kolx*rt Torrens.^ The idea that trade 
among nations is automatically governed by changers in r(‘lative 
prices, which check or increjise im|K)rts, was clearly stated. 

Philosophy and Method. — There is relatively little to be 
said conc(*rning Ricardo's philo.sophy, and that larg(*Iy by way 
of implication and infer(»nc(‘. He was no philosopher. But one 
of his training and motive easily became utilitarian, and utilitar¬ 
ian in the narrow(T materialistic s<»nse. He was inten'sted in 
mat(»rial things; he was an individualist; liis citizen was the 
“economic man”; he had the idea of an indefinite sum of satis¬ 
factions— there wiis no limit to the de.sire for enjoyment. As 
he stated in his The High Price of Bullion^ lu' Ix'lieved that in 
most cases where competition is free, “the inten\sts of the in¬ 
dividual and that of the community are nevtT at variance.” 
The exportation of speci(‘, for example, may always be safely 
left to the discretion of individuals, — anyhow, no laws can 
stop such exports if individuals find them advantageous. 

The.se characteristics stamp the utilitarian political econo¬ 
mists of the early nineteenth century,* Bentham (1748-1832), 
James Mill, ArCulloch, etc., and Ricardo followed Uacitly. 
James Mill was his friend and mentor, and, through Mill, 
Ricardo met Bentham, the man who above all others gave the 
Cla.ssical School of Political Economy its ethical point of view. 
« 

^ J. S. Mill elaborated Ricardo's doctrine. See below, p. 45.8. 

•Torrens. An Ktiay on the Corn Tratlc, pp. 21M-265 (1815). 

• Bonar. Philosophy and PolUical Economy, pp. 218-219. 
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It may be said, then, that Ricardo was hedonistic, and cer¬ 
tainly he was at heart a materialist. His economy was what 
certain writers have called primitive.^' In it, the forces of 
nature were dominant, and man was ruled by environment. 
‘^Social progress,^' and the ideal, played a small part in it. 

Ricardo's economic philosophy was that of the manufacturing 
middle classes of contemporary England which developed with 
the factory system. He was a free trader, and he l>elieved in 
the effectiveness of competition, though, like Bentham, he can 
hardly be classed as a member of the “Manchester School." He 
taught that rent is an unearned deduction from other shares, 
increasing in a declining state; while profits (and interest) rise 
with progress, betokening an identity of interest betwcMai so¬ 
ciety and capitalists. Profits, moreov(T, depend on wages, the 
implication being that low wages are desirable, at least if by 
low wages is meant wages that are low as compared with the 
efficiency of the laborers. 

Ricardo breaks with the Physiocrats, Smith, and Malthus. 
He stands for the newly dominant class, attaching an importance 
to profits that is similar, in a way, to the attitude of the earlier 
economists toward the land-rent surplus. 

Indeed, while in a sen.se Ricardo reacts from Smith to the 
Physiocrats in his conception of the scope of economics, em¬ 
phasizing Distribution as he does,^ his idea of the problem of 
Distribution is vastly different from that of the Physiocrats, 
and he deals a great blow to the remnants of the ideas of pro¬ 
ductivity and nature philosophy handed down by both Quesnay 
and Smith. Oiie of his great services lay in the fact that, more than 
any 'predecessor, he separated economics from other branches of 
knowledge, and from ethics and government, in particular. With 
Ricardo, Political' Economy became Economics. 

In brief summary, we may say that Ricardo's thought dif¬ 
fered from Smith's in that it was dominated by hedonism, un- 

^ In a celebrated letter to Malthus, Ricardo wrote: “ Political'Economy you 
think is an enquiry into the nature and causes of wealth; I tttink it should rather 
be called an enquiry into the laws which determine the division of the produce of 
industry amongst the classes who concur in'its formation.” 
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alloyed with “nature philosophy*' or “moral sentiment/* and 
by th(j phenoni(‘na of the factory system as contrasted with 
economy of th(i “domestic system.** 

In spit(? of all th(? foregoing points, however, it would be 
unjust to ov(»rlook Ricardo*s wiscj and broad-minded recognition 
of th(‘ diflfereiKM' betwec'ii “national riches** and individual 
valu(‘s, and of the' importance of standards of li\ing. These 
things show that his utilitarian individualism was for him merely 
th(* working premise which, in view of his environment and the 
condition of the scic^nce, seemed most expedicMit. 

Much might be said on Ricardo*s method.^ Perhaps no other 
economist has b(*('n so abstract and hypothetical as he. In all 
that he says con(*(‘rning value*, he does not adduce one single 
illustration from actual life. Not even one historical or statis¬ 
tical fact is brought forward to supfK)rt his conclusions. Inside 
of two pages no fewcT than thirteen distinct suppositions, all 
of them pur(‘ly imaginary! The* whole* discourse* is hypothetical. 
The* de*fie*iene*y of this me‘thod has already been commented 
upon in discussing Ricardo’s the^ory of wage*s. 

Again, his mt*thod is cl(*arly abstract and de*ductive. There 
is a e*e)nsiele*ral)le* eleanent of tnith in re*garding Smith*s work as 
combining two me*thods, and in thinking of Malthus and Ri- 
e'arelo as pursuing the one and the* othe*r. For weal or woe, 
Rie'arelo long posse*sse*d an unparalle*le*d asce*ndancy over Engh.sh 
e*cone)mic thought, and not the* l(*ast effect of his sw’ay was the 
promine*nc(» given the me*th()d he followe*d. Fn)m a few premises 
he builds up his syste*m like* a math(*matical pro[X)sition. But 
his pre*mise*s are* often taken for grantenl. The'v consist either 
in the de)ctrme's of Smith, or in some broad induction of his 
time, as the law" of diminishing returns. Enlightened self- 
intere'st, competition, the naturaines.s of existing institutioas, 
are assumenl. Th(*n all “disturbing** factors are practically 
disre?garde*d. Highly simplified single causes are taken, and an 
acute* and generally accurate deduction follows. The trouble 
generally lie\s in the pre'inises; for there is almeyst no verification 

' See KoynoB Scope and Method of Political Economy, pp. 222 ff. 



310 HISTORY OF ECONOMIC THOUGHT 

by facts. Though not entirely so, Ricardo’s thought is rela¬ 
tively free from inconsistency. 

The very narrowness and absolutism that went naturally 
with such methods, were for the time a source of strength. The 
confusion in Smith’s statements had been worse confounded by 
the breaking out of the Industrial Revolution, and men wanted 
rules. Their feeling then was that of De Quincey, when he said: 
“Mr. Ricardo had deduced, d priori, from the understanding 
itself, laws which first gave a ray of light into the unwieldy 
mass of materials, and had constructed what had bwn but a 
collection of tentative discussions into a science of regular pro¬ 
portions, now first standing on an eternal basis.’' ^ 

It has been suggested that Ricardo’s mueh-(»xtolled logical 
power was due to the fact that, being a business man aiul of 
foreign stock, he was blind to the traditions of English institu¬ 
tions and thought, thus pursuing a straight course through in¬ 
ability to see the crooked branch roads.^ But whih' this sugg(\sts 
some modification, the general belief in Ricardo’s powerful and 
acute deduction seems just. In his abstract narrowness lay no 
small share both of his weakness and of his strength. 

Ricardo’s Followers. — The only immediate followers of 
Ricardo’s economic ideas who are worthy of note are James Mill 
(1773-1836), J. R. McCulloch (1789-1864), and Thomas De 
Quincey (1785-1859). 

James Mill, father of John Stuart Mill, was a philosopher 
and historian of no mean powers. His chief economic work, 
entitled Elements of Political Economy (1821), aimed to be an 
epitome of accepted economic doctrines. In it he presentfd 
extreme views on the labor theory of value, and a pessimistic 
interpretation of the Malthusian principle. The father had 
much influence upon his great son’s thought, and was effective 
in stimulating Ricardo to publish. 

McCulloch was a less original thinker than Mill, but his chief 

‘ Confessions of an Opium Eater, quoted by Toynbee, Ricardo and the Old 
Political Economy, p. 2. See this essay for Ricardo’s influence, the grounds for it, 
und his limitations. 

* Patten, Development of English Thought, 
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ecoiioinie work, The Principles of Political Economy (1825), was 
wi(l(‘ly n'jul both in England and on the Continent, its effect 
being s(H*n in the work of Laveleye, notably in the treatment of 
thos(' conditions upon which the pnxluctivity of labor depends. 
II(' h(*ld views on value like those of Mill, and is notable as an 
(‘arly (»xpon(*nt of tlu* wages-fund th(s>ry, a theory which he set 
forth in an Essay on the Circumstances which determine the Rate 
of jrn{/r.s and the Condition of the Labouring Classes (1826). 
M‘(^illoeh was also active in statistics and in the bibliography 
of economics. 

I)(» (Juincey wrote Dialogues of Three Templars (1824), de¬ 
fending a narrow interpretation of the Ricardian theory of 
valiK*, and the Ijogic of Political Economy (1844), in which he 
(Mnphasiz<sl the importance^ of utility, and made significant 
suggestions concerning the theory of rent. 

'riu'se men wen* friends of Ricardo's; they were possessed 
of (‘xcelliMit pow(‘rs of (*xposition; and they contributed in no 
-mall degree to the effective dissemination of his theories. 




3. OPTIMISTIC TENDENCIES 

Though one should refrain from calling Malthas and Ricardo 
pessimists, they did bring out the dark side of Smithes thought. 
They develoj)ed p(\ssimistic t<‘ndencies. But while the iMiglish 
Chissical economists w(‘re working out an analysis which eon- 
taiiK'd so many sec'ds of i)essimism, the optimistic tendencies 
noticed in th<^ Wealth of Naiiom were not without d(‘f(*nders. 
Those who clearly d(‘V(*lo|KHl and empluisized these tendencies 
were mostly FrcMichinen and Americans. From the Physiocrats 
on, optimistic vi(*ws hav(', on the whole, obtained among French 
thinkers, though th(*re have been som(‘ notable exceptions. The 
ever-lurking id('a of a Ixau'ficcait law of nature or a natural 
harmony of int('rests, workcnl in this din'ction. Perhai)s, too, the 
buoyaiu'y of tlu* national p.sychology of tlu' Fn'iich might be 
mentioned in this coniu'ction, tog(‘ther with their well-known 
love of harmoni(nis system. With them, moreover, the closely 
relat(‘d philosophy of individualism has been fo.stered by a 
prevalence of small lancU'd j)r()prietoi*s, shopk('e|H*rs, and man- 
ufactUH'rs, whi(*h has ('xi.sttnl down to the pn'S(*nt day. And 
their long warfare against the various phases of Communism and 
Socialism, jus wc'll as revolutionary tendencies in gt'neral, have 
doubtk'.ss h<'l|K'd to confirm this natural tendency. As for 
America, her ^‘boundk'ss^^ natural resoun'es and rapid industrial 
progn'ss forbad(' serious pessimism. 

Accordingly a group of economists who doubted the law of 
diminishing n'turiLs, iniust ikuv Ikj coiusidered; ec'onomusts who 
challenged the Ricardian docdrine of rent; who criticized or re¬ 
jected the Malthusian principle of population; and who l)elieved 
that.the interests of the various classes are in harmony. Though 
probably less influential in shaping the stream of pure economic 
theory than the k'ss optimistic economists, they have served as 
a counterpoise, and have at points furnished the needed criticism 
and correction. 
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As characterizing schools of economic thought, neither opth 
mism nor pessimism is to be taken as fundamental: both are but 
symptoms, indicating the existence of certain idetis or theories 
more essentially connected with the science. In fact, many 
economists camiot be classed as being either optimistic or 
pessimistic; while optimism or pessimism may be based upon 
widely different grounds. At least two classes of optimists are 
to be distinguished, one being materialistic and believing in 
laisser fairej the other idealistic and believing in social reform. 

The materialistic type of optimist is well represented by the 
French economist, J. B. Say, and such followers as Dunoyer, Gar- 
nier, and Chevalier. The German, J. H. von Thiinen, and some 
of the leaders of the Austrian School, may also be classed hen*. 
They were all believers in the general efficacy of laisser faire and 
the soundness of individualism. Their optimism arose from a 
conviction that by leaving things alone and allowing free play to 
the force of nature a beneficent social order may be established. 

Idealistic optimists base their hopes on social reform. They 
believe that by taking thought and adopting perfected social 
arrangements, man may overcome environmental limitations 
and make progress toward the ideal state. Such thinkers are 
apt to have considerable faith in the perfectibility of human 
nature and institutions, as did Godwin and other sentimental 
Socialists. John Stuart Mill and Arnold Toynbee may also be 
mentioned as illustrating the type. The German economist 
Friedrich List, who was optimistic to a degree, emphasized social 
arrangement in the shape of national organization. 

Probably the two most outstanding optimists, however, were 
Henry C. Carey and Fr^d^ric Bastiat, whose thought will be 
the subject of the next two chapters. 

These economists came as near as possible to making optimism 
the most prominent characteristic of their teaching. They 
illustrate the difference among optimists, however, for Carey 
was more idealistic in reasoning about man’s power over nature 
and the potency of human institutions; while Bastiat showed 
more of the influence of Say in his laisser-faire teachings. 



CHAPTER XIV 


CAREY AND THE “AMERICAN SCHOOL” 

III so far as anything like a distinctiv’ely American school of 
political economy existed during the course of the eighteenth 
and iH'arly the whoh; of the nineteenth centuries, its character¬ 
istics wore those; to be (‘X|K;cted from the history of the country 
and its economy. Americans were filled with a great desire to 
build up the economic independence of the young nation, and 
this spirit was coupl<*d with an optimism born of apparently 
inexhaustible natural resources. As will be .swn, the thought of 
Henry ('. (’arey was th<; culmination of these factors. 

It should Im; noted in advance that this early American 
economist may be said to have had a dual system of thought; 
or he may be calk'd philosophically inconsistent. In some re¬ 
spects, he so dilTc'red from the (Classical economists that one is 
tempted to list him as an out-and-out opponent. In certain 
important es.sentials, however, he agreed with the Chissical 
thought, and we therefore divide our treatment of him, this 
chapter jiresenting him ius a critical follower of Adam Smith, 
while a later one will ck'al with his most imi)ortant departure, 
namely, his “Nationalism.” Carey, on the whole, accepted a 
conc('pt of economics bas(;d upon the price system, and he pre¬ 
sents a theory of value of the same general type as the Classical 
theories. He ai)pcars‘to have had a concept of the problem of 
distribution which enabled him to rely upon the automatic 
working of social laws. No one would think of Bastiat as an 
opponent of the Classical economics, or as a Nationalist; yet 
the economic theories of Carey and Bastiat are so similar that 
historians still differ as to which of the two was the originator. 
We must, therefore, distinguish Carey’s general economic theory 
from his Nationalistic protectionism. 

315 



316 


HISTORY OF ECONOMIC THOUGHT 


Predecessors of Carey. — Carey was preceded by Franklin, 
Hamilton, and Raymond; and a paragraph may well be devoted 
to each of these earlier thinkers. 

Benjamin Franklin,^ who might be called the first American 
economist, lived while America was still a group of British 
colonies, and he was much affected by European thought. He 
had some just ideas on money and on population. His work On 
the Pnee of Corn and Managetnent of the Poor was ])ublished in 
the London Chronicle in 1766, and was later reprinted in McCul¬ 
loch’s collection of scarce and valuable tracts. Franklin wiis 
personally acquainted with some of the Physiocratic thinkers, 
and held ideas on productivity similar to theirs. 

Alexander Hamilton (1757-1804) was a lawyer and states¬ 
man, — one of the greatest statesmen produced by America, — 
and his economic views are to be drawn chiefly from his state 
papers on finance. During the years 1790 and 1791 he discussed 
in a lucid, temperate, and weighty manner the economic (lues- 
tions which confronted the nation: the public debt, money, 
banks, protection of manufactures. Hamilton favored bimetal¬ 
lism on grounds of expediency; showed the advantages of using 
public credit and of a national bank; and forcefully stated the 
grounds for government intervention to encourage industry, as 
opposed to the general laisser-fair-e position. ^ In denying the 
argument that labor is more productive in agriculture than 
manufactures, he clearly suggests the idea that land is but a form 
of capital,^ an idea characteristic of the ‘'American School.” 

Hamilton’s refutation of the Physiocratic argument was 
couched in the following language; — 

“To affirm that the labor of the manufacturer is unproductive, 
because he consumes as much of the produce of land as he adds value 
to the raw material which he manufactures, is not better founded, 
than it would be to affirm that the labor of the farmer, which fur- 

^ See Wetzel, Johns Hopkins University Studies, Vol. XIII, pp. 425 ff.; also 
above, p. 200, note 1. 

2 Amer. Stale Papers, Finance, Vol. I, p. 128. Alex. Hamilton ala National- 
6konom is the title of an inaugural dissertation (Halle) by Harrower (1887). 
^Ibid., p. 124 (4791). 
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nishcs materials to the manufacturer, is unproductive, because he 
consumes an cipial value of manufactured articles. . . . lOach 
destroys a portion (if the pn^duce of the labor of the other. ... In 
the meantime the maintenancic of two citizens, instcjad of one, is 
going on; the wStatc has two members instead of one; and they, 
together, consume twice the value of what is produced from the 
land.’^ 

Other characteristic featun^s are the empluisis he laid upon 
building up donu'stic manufactures in ord(*r to develo]) a home 
market for agri(*iiltural produce,* and a note of optimism. 

Hamilton [mobably exerted some influence on Friedrich List, 
of whom moH' lat(T. 

I)ani('l Ibiymond ^ jniblished his Political Economy in 1820. 
It shows sev(‘ral points of similarity to Hamilton\s kh^as, and 
chis.s(\s its author as a forerunner of Oarey. Lik(‘ ('any, lliiy- 
mond was on many points opposed to the cosmopolitanism of the 
C'lassical School. H<‘ favored a protective tariff, and argued at 
length for int(‘rnal frcH^dom of trade whik' demanding restrictions 
on imports. In tins connection, he shows tlu^ AmcTican schoors 
characteristic animosity toward lOngland. It was not for old 
JMirope, l)urd(‘n(‘d with chronic evils, to develop the true j>olitical 
economy, he maintained, but for vigorous young America. Ray¬ 
mond follow(‘d Laud(»rdal(‘ in opposing individual to social inter- 
(\sts, distinguishing W(*alth from value. That is, he opposed the 
exchang(‘-valu<' idea of wealth, and insisted that facility of ac- 
cpiiring tlu' n('C(\s.saries and conveniences of life by labor should 
b(i r('quisit(' for inen^ased wealth. He criticizeil the Malthusian 

Mlirt nrnuineiitrt for ruiiiiufiictiires were summed up under seven heads: — 

1. Divtsion of Itilxjr. 

2. Kxtension of use of macdiincry. 

3. .\dditional employment to those rinsses of the community not ordinarily 
enj^^uffed in business, — women, children, and others. 

4. Promotion of emigration from foreign countries. 

6. Greater scope for the diversity of talents and dispositions, which dis¬ 
criminate men from each other. 

0. More ample and varied fields for enteri)ri8e. 

7. “The creating, in some instances, a new. and securing, in all, a more c'ertain 
and steady demand for the surplus pnwluce of the soil.” (See ihul,, p. 125.) 

* See Neill, C. P., Daniti Haymond: -dri Early Chaj)ivr in the IfxMory of Eeth- 
notnic Theory in the United States, Johns Hopkins University Studios, Vol. XV, 
pp. 217-281. 
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principle of population. He also virtually ignored the law of 
diminishing returns, and classed land with capital. Raymond 
was dogmatic in tone, and both assumed theological premises 
and emphasized ‘Taws of nature.’^ The writers to whom ho refers 
are Ganilh, Montesquieu, Quesnay, Smith, Lauderdale, and 
Malthus. 

A. H. Everett (1792-1847) deserves mere mention as a fore¬ 
runner of Carey, in that he published a book in 1823, called New 
Ideas on Population, in which he maintained that i)opulation 
means abundance, on account of the increase in skill, division of 
labor, and invention, which it brings. He was a protectionist.^ 

Contemporary with Everett was Willard Phillips (1784 -1873), 
a writer whose thought, while based on the Classical doctrines, 
shows some of the tendencies common in his country and time.- 
“National production'^ is his chief concern, and he favors vari¬ 
ous bounties and restrictions. Although not at first an advocate 
of the protective system, he later became one.® Population is 
little mentioned, while.the inexhaustible treasures of the (»arth 
are dwelt upon, and rent is said to depend upon the abundance 
of land. Demand is made the force upon which value depends; 
and instead of a subsistence theory of wages, we find something 
which may be called a productivity theory. 

• This early reaction of American thinkers against the Classical 
School is a matter of considerable interest. 

These men, however, are of very slight importance in the de¬ 
velopment of the world's economic thought. In fact, until the 
late years of the nineteenth century, the United States did little 
to advance the social sciences. President McCosh of Princeton 
could say that America had produced only one metaphysician. 
President Edwards. So in the history of political economy 
America long had but a solitary name, that of Henry C. Carey. 

* See “British Opinions in the Protecting System,” North Amer, Rev. XXX, 
160; “American System,” North Amer. Rev. XXXII, 127. 

* Manual of Political Economy (1828), Phillips refers to the following writers: 
Necker, Lauderdale, Say, Smith, Malthus, Lowe, Montesquieu, Locke, Ricardo, 
Franklin, Mirabeau, S. Gray, and others. 

* Protection and Free Trade (1850). 
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Able Americans like Alexander Hamilton wrote well on politico- 
economic subjects; but they added nothing important to the 
science of J'Iconomics. 

Nor is it gratifying to think that Americans best-known repre¬ 
sentative in the history of political economy should frequently 
be regard(‘d as gr(‘at chiefly in his (Trors. All allow that Carey 
was a man of int('lleetual ability and original power; but it is 
not so much by the truth he discovc^nnl that he advanced science. 
More often he presented error in such manner that it required 
reflection, obs('r\'ation, and close thinking to refute it. 

Carey’s Life and Works. — Henry ('harles (^arey was bom 
in Philadelphia in 1793. His father was Matthew Carey, an 
Irishman who had emigrated from Dublin on account of political 
persecution, and had founded a publishing house in Philadelphia. 
Henry C. Carey was well educated, and became partner in his 
father\s business in 1814, taking upon himself the entire manage¬ 
ment of it in 1821. He established the auctions of the publica¬ 
tion houses which hav(' bc'come so important in the book trade 
in this country. Having acquired a fortune, he retired from 
business in 1835, and devotcnl the remainder of his life, upwards 
of forty years, to study and literature, in particular to the de¬ 
velopment of his system of social and political science. He 
endeavored to employ his resources in such a manner as to 
benefit mankind. He died in 1879 at the advanced age of 
eighty-six. 

The following are his principal writings: An Essay on the Rate 
of Wagesj with an Examumlion of the Causes of the Difference in 
the Cimdition of the Labouring Population throughout the Worlds 
published in 1835; Principles of Political Economy, in three 
volumes, published between 1837 and 1840 (an enlargement of 
the work first named, and containing the most important part 
of his system); The Credit System of France, Great Britain and the 
United States published in 1838; An Answer to the Questions: 
What constitutes Currency? What are the causes of its Unsteady 
nessf and What is the Remedy f in 1840; The Past, the Present, and 
the Future, in 1848; and the Harmony of Interests, Agricultural, 
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Manufacturingy and Comniercialy in 1851. In this last work Carey 
establishes his theory of protection. Two years later, i.e., in 
1853, he published The Slave Trade, Domestic and Foreign: how 
it exists and how it may he extinguished, and also Letters on In- 
terncdional Copyright, Carey’s most important work, however, 
was his Principles of Social Science, published in three* volume's, 
in the years 1857-1860. In this work he has given us his com¬ 
plete system and repeated all the ideas and doctrines in his 
previous works which he considere^d new and important. The 
Principles was condensed into one volume by Kate* McKean, 
and was published in 1864, with the author^s approval. 

Value. — As with Bastiat, so in Carey’s case, value is the 
center of a System of Harmony. Carey’s is a labor theory. Value 
is determined by the amount of labor required for i)roduetion 
at the present time, or for reproduction at any given time. As 
he puts it, value is caused by the obstacles to production, and 
measures nature’s power over man. He is more consistent than 
Bastiat in confining the term '^utility” to signify man’s power 
over nature, a conception which Bastiat designated by the 
phrase '^gratuitous utility.” 

Social Progress and Distribution. — Carey includes land 
with capital, since he regards the former as a product of human 
effort.^ He concludes that with progress, the shares rec(*ived by 
labor and capital both increase; but not at the sanies rate, for the 
laborer’s share, wages, increases relatively to that of capital 
(and land). Thus, to illustrate the idea, he constructs tables 
similar tO the following: — 



Total 

Pkoduct 

Capitm/h 

Shakk 

SlIMiK 

1st land. 

100 

80 

20 

2d land. 

200 

120 

80 

3d land. 

300 

150 

1.50 


This conclusion rests upon his theory of value and his opti¬ 
mism : labor increases in productiveness, loss labor is required to 
^ Mental and physical strength are also included! 
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produce and so loss labor will b(* given for products past 

or pros(*nt. Accordingly the value of man rises as compared with 
cai)ital. 

The whole scheme is graphically represented thus: — 



With progr(*ss, “soci(‘tary circulation’^ bc’comes more rapid; 
capitalists can d('mand only lower rat(‘s, but n^ceive larg(*r 
aggregate amounts; wages increase* absolutc'ly and relatively; 
and industrial class(*s t<*nd toward eepiality; — so runs the 
harmonious order of events! 

Other Theories. - The three principal ix)ints in Carey's sys¬ 
tem to !)(' considered further, arc his theories eonceniing Rent, 
Population, and Protection. 

Protection will l)e tn'at(»d of in discussing the opponents of 
Adam Smith, for Carey may Ix' considc^n'd as ranking among 
them in tluit n'gard. Carey's d(K*trin(\s of Rent and Poimlation 
an? aimed at Ricardo and Malthus. It may sex'm strange that 
Carey should lx* considenxl a follower of Adam Smith, since he 
contends against Ricardo and Malthus, also followers of Smith. 
Rut the existence of contradictions between different state¬ 
ments made by Adam Smith has been pointed out, and it was 
passible for two opposing schools to trace their origin to him. 
Carey, accordingly, holds Smith in considerable estimation, 
while condemning some of his English followers in strong terms. 
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Rent. — In his Prificiples of Political Economy j ('arey as¬ 
sented to Ricardo's opinion that the best lands are cultiv’^ated 
first. He did not, however, even then acknowledge that Ricar¬ 
do's theory of rent was correct; since he held that the value of 
commodities depends upon the cost of reproduction, and 
that the cost of producing agricultural commodities, or food 
and raw material, decreases with general progress. 

He felt, however, that his theory was still incomplete. In 
the preface to his Principles of Social Science he says of the 
earlier work: — 

^^He had already satisfied himself that the theory presented for 
consideration by Mr. Ricardo — not being universally true — had 
no claim to be so considered; but it was not until ten years later 
that he was led to remark the fact that it was universally false. 
The real law, as he then saw, was directly the reverse of that pro¬ 
pounded by that gentleman, the work of cultivation having, and 
that invariably, been commenced on the poorer soils, and having 
passed to the richer ones as wealth had grown and |)opulati()n had 
increased. Here was the great fundamental truth of which he l)e- 
fore had thought, and the one, too, that was needed for the perfect 
demonstration of the truth of those he previously had published. 
Here, too, was further proof of the universality of natural laws, the 
course of man in reference to the earth itself being thus found to 
have been the same that we see it to have been, in reference to all 
the instruments into which he fashions the several parts of the great 
machine. Always commencing with the poorest axes, he proceeds 
onward to those of steel; always commencing with the poorer soils, 
he proceeds onward to those richer ones which yield the largest 
return to labor, the increase of numbers being thus proved to be 
essential to the increase in the supply of food. Here was a harmony 
of interests directly opposed to the discords taught by Mr. Malthus.” 

This great law, as Carey calls it, was first announced to 
the world in 1848 in The Past, the Present, and the Future. 

Carey maintains that experience shows that at first men 
take up poor soils, because they are light and sandy and easier to 
cultivate. Men begin to cultivate the hills, and when the poor¬ 
est land is exhausted and numbers and knowledge have in¬ 
creased, they work down toward the rivers and make use of the 
rich valleys. The last settlers, therefore, receive the best land. 
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Labor bo(a)in('s continually more productive, wealth increases, 
and man proKrossos. 

Tlio (Mirth is only the material of a machine which the agri¬ 
culturist mak('s and calls a farm. He can obtain for it at most 
only what it has c(wt him, for phmty of this material remains, 
and others will construct machines for thems(dves rather than 
pay more. In fact, the farmer cannot, as a rule, obtain so much 
for his machine as it cost him, because the material remaining is 
better and man learns how to work with less cost. He is able to 
obtain only what it would cost to reproduce it. It is the same as 
with an ax which may have l>een manufactured ten years before. 
The owner cannot obtain what it cost him, but only what it 
would cost to make another one' at the prc'sent time. There is no 
essential difference between the farmer and any other capitalist. 
The farm simply repn^sents so mucli capital. 

Carey seeks tlui aid of history in the development of his 
theoric's, but his knowledge appears to have been as limited as 
his critical faculty. It is true that, in many places, people 
have first settled on high land, but some of the causes which 
have led tluMn to do so have not bc'en at all of an agricultural 
nature, as for (wample tlu* (h'sire for d(*fense or to secure freedom 
from disease.^ As was ejisy under the circumstances, he over¬ 
estimated his discoveries and gave them a universality which 
does not b('long to them. It is going too far to intimate that the 
poorer lands are always first cultivatc'd, howiwer the quality he 
estimatcnl. Can any oik' imagine that a farmer who has the 
choice would deliberately pick out that land for cultivation 
which yields the h'ast r(*turn to his labor and capital? As Lange 
says: ^^JOven unfruitful heaths and hillsides are gradually 
brought into a state of cultivation. This is what I see every day 
in my home on the lower Ilhine and in Westphalia, where 
agriculture and manufactures flourish together, and is therefore 
a fact which no Can^y can convince me to be untrue.'^ - 

* See Flibbard. llUtory of Agriculture in Dane County. Bui. of the University of 
Wisconsin. 

* Angcblichc Umwtilzung der SocialwiasenBchafi durch Carey, 
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Again, Carey clearly does not understand Ricardo's theory, 
or at least does not represent it fairly. Th(' fruitfulness of land 
is a relative conception. If a certain amount of capital and 
labor will yield more when applied to a light than to a heavy 
soil, the light soil is, in the sense of Ricardo's theory of rent, the 
more fruitful, although it may be possible to produce more on 
the heavier soil by applying a greater amount of labor. 

It may be that Ricardo himself did not bring this out with 
sufficient clearness. In fact, it is owing to Carey's oj:)positioii 
that Ricardo's followers have been led to exj^lain so prc'cisely 
as they have what is to be understood by good, bettca*, and 
best land. Carey attacked Ricardo with so much force* and 
ability that it compelled economists to go over again tlu* whole* 
ground of the theory of rent. The re*sult has ben'ii a corn'(*lion 
and amplification. This is Carc'y's service*. 

Population. — (\arey held Malthus te) be wrong, first because 
he maintained that the Malthusian thoe)rv is contrary te) (loel's 
attributes. He begins the chapter (xxxviii) on population thus: 
'''Be fruitful and multiply,' said the Ijord, 'anel r(*plenish the 
earth and subdue it'"; and after describing briefly Malthusian¬ 
ism, as he understands it, adels: "Can such things be? Can it be 
that the Creator has been thus inconsistent with Himself? ('an 
it be, that after having instituted thre)ughe)ut the material 
world a system, the harmony of whose parts is absolutely per¬ 
fect, He has of design, subjected man, the master of all, to 
laws which must produce universal discord? C^an it be, that 
after having given to man all the faculties required for as¬ 
suming the mastery of nature, it has been a part of His 
design to subject him to laws in virtue of which ho must be¬ 
come nature's slave?" It hardly seems necessary to criticize 
this position. 

A second argument is deduced from the harmonious laws 
of nature. As the earth is cultivated, the lower races of animals 
die out and the supply of carbonic acid tends to diminish, since 
animals generate and plants consume that gas. It is therefore 
necessary that the numbers of the human race should increase 
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in order to furnish the vogetabh' world with th(‘ necessary 
amount of carbonic; acid. It is doubtful if Ca^ey^s dilettantcism 
in natural science (;ver led him to a nisher hypothesis. In the 
first place, aside from any question as to where the carbonic 
acid comes from, it may be fairly doubted whether the amount 
geiuTated by man or the lower animals has any appreciable 
effect on vegetation. In the second place, it might with equal 
propriety b(‘ argu(‘d that the numlxT of mankind ought to 
decrease, since* the* great amount of coal now consumed as fuel 
is incrc'asing th(* supply of carbonic acid gas so rapidly as .soon 
to upset all natural and harmonious arrangements! 

A third argum(*nt used by (*arey is that the* increase of num¬ 
bers m(*ans increase; of wealth. The more* hands, the more 
produc(*rs of w’ealth. The gn^ater the numb(‘r of inhabitants, 
the gn*ater the* combination and division of labor.* To a certain 
extent this is true*. It must simply lx; r(*memb(*red that labor is 
only oik; (*l(*ment of pnxluction, while increase of wealth dc'ix'iids 
upon the harmonious development of the three elements, land, 
labor, and capital, to say nothing of enterprise. 

Carey next argues that it is absurd to suppose that man 
alone incr(*ases in gc'omi'trical ratio. I'he lower animals, which 
furnish him with fcxxl, increase as rapidly, and even more 
rapidly. A single* grain of corn produce's hundreds of grains, 
and the*se if plante;d will increase' in like number. That is ge'omet- 
rical pre)gre*ssie)n. “The pre>geny of a single pair e)f carp,” says 
Carey, “woulel in threx; ye*ars amount te) themsands of billions; 
that of a pair e)f rabbits wendd in twe»nty years count by millie)ns; 
whereas that of a pair of e;lephants would not number dozens 
When, however, we reach the highe*st fe)rm, we hear of a new 
law, in virtue e>f which man incre'ases in a geometrical ratio 
while incr(;ase; of the commodities required for his UvSc is limitej 
to the arithmetical one.” ® 

J. S. MilLs reply is to the point. “Mr. Carey,” he sa\s, 
“expatiates on the absurdity of supposing that matter tends 

^ Everott in a book on Population (Boston, 1823) hod made this arguui^ t. 

* Social Scirnce, p. 57. 
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to assume the highest form of organization, the human, at a 
more rapid rate than it assumes the lower forms which com¬ 
pose human food; that human beings multiply faster than 
turnips and cabbages. But the limit to the increase of man¬ 
kind, according to the doctrine of Mr. Malthiis, does not depend 
on the power of increase of turnips and cabbages, but on the 
limited quantity of the land on which they can be grown. When 
Mr. Carey can show, . . . not that turnips and cabbages, but 
that the soil itself, or the nutritive elements contained in it, 
tend naturally to multiply, and that too, at a rate exceeding 
the most rapid possible increase of mankind, he will have said 
something to the purpose. Till then, this part, at least, of his 
argument may be considered as non-existent.'^ ^ 

A further argument used by Carey is the same as that ad¬ 
vocated by Herbert Spencer in his Biology. It is only one of a 
number of striking resemblances between them, and Carey's 
works were published first. ^ The position taken by Carey is 
that there is an antagonism between the intellectual and gen¬ 
erative functions, and that the growth of population tends to 
decrease in rate as man becomes more highly developed, so 
that the supply of men is made equal to the demand by a self¬ 
acting law. Carey is able to give no proof for this position, 
however, for statistics such as he cites may be found on both 
sides. This very plausible idea remains a mere hypothesis to 
this day. 

Philosophy and Method. — Carey's philosophy is, after all, 
rather simple and easily understood. It is highly charged with 
that sort of idealism which has animated the growing American 
nation. He believed in the conquest of nature by man: associa¬ 
tion spreads; mental power supersedes muscular; man's control 
over nature grows. With similar significance the power of the 

* Principles of Political Economy, Bk. I, Chap. X, § 3. 

* It should be noted, however, that in an article published in the Westminster 
Remew in 1852, Spencer argued that when the world becomes duly populated the 
pressure of population must gradually come to a close. This was some six years 
before Carey’s Social Science, and it is not unlikely that he drew upon the 
article to some extent. 
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state is confidently invoked to give America industrial inde¬ 
pendence. And there is manifest an allied tendency to^take the 
subjective point of view. 

Carey's method may be considered as a curiosity. It is truly 
unique. It is a mixture of all m(‘thods. He says in one and the 
same breath that the English were wrong in using too exclusively 
the deductive method, and that the mathematical method is 
the correct one. He accus(\s others of neglecting facts for 
hypotheses, and himself immediately makes the most astounding 
suppositions. He complains that political economy has not 
advanced beyond the metaphysical stag(‘ of knowledge, and at 
the same time repre.sents inspiration and intuition as the highest 
branches of the tree of knowledge, sinee tiny are the sources 
of other scienecs. But intuition is the source of the metaphy.sical 
method, and inspiration of the theological. 

Carey's fundamental supposition, the oue which would per¬ 
haps logically cpme first, is that the laws of physical science 
are those of social science, since one uniform and harmonious 
law governs mind and matter. The laws “instituted for the 
government of matter in the form of clay and sand'' are “the 
same by whkh that matter wjis governed when it took the form 
of man, or of communities of men." It follows that one and the 
same method is to be pursued in the investigation of all sciences, 
a conclusion which at present it would be impossible to prove. 
To do him justice, Carey himself does not make any attempt to 
do so. 

As, in his opinion, the same laws govern mind and matter, 
society and the material universe, it is not surprising to find him 
employing the technical terms of physical sciences, and making 
use of forced analogies between social phenomena and those of 
external nature. He speaks of man, for example, as the molecule 
of society, and describes his gregarious disposition as the law of 
molecular gravitation. Because large cities attmet more people 
to them than small cities, and attract more people from their 
immediate neighborhood than from a great distance, he feels 
warranted in asserting that “gravitation is here, as everywhere. 
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in the direct ratio of the mass and the inverse one of the dis¬ 
tance/^ ^ 

A little reflection shows that such a statement is extremely 
misleading and even absurd. 

Inconsistency. — Carey possessed much originality, but 
lacked a scientific training. His w^ork is unsystematic and not 
without glaring inconsistencies. Thus he holds that better and 
better lands are taken under cultivation and lower prices result; 
while elsewhere we are told that the growth of industry' makes 
the price of subsistence higher. While admitting that in market 
centers the means of life are dearest, he asserts that a dense pop¬ 
ulation through the power of association makes things cheaiKT. 

Carey’s Followers of the Early American School. - In so far 
as an American School of political economy was ever spoken 
of in the nineteenth century, Carey and his adherents are meant. 
This is perfectly piioper. America during that period had no 
other body of economists who could by any possibility be con¬ 
sidered* as forming a school Carey found warm admirers on this 
side of the Atlantic as well as on the other. Many were ready 
to accept his system as proved beyond the possibility of doubt. 
The following may be considered as among the more noteworthy 
of his American followers. 

First, E. Peshine Smith, who wrote a Manual of Political 
Economyf which was published in Philad(»lphia in 1853, and was 
later given a French translation. It contains an exposition of 
Carey’s system in the form of a textbook. Peshine Smith ac¬ 
knowledges frankly that Carey is his master, and declares his 
unbounded faith in him. In his preface he says: *^Mr. Carey, 
by showing that the fact is directly the reverse of the hypothesis 
of Ricardo, and by establishing the consequences which flow 
from it, restored harmony to what was before a mass of dis¬ 
cordances, and rendered it possible for the first time to construct 
a science out of what was a mere collection of empirical rules.” 
Smith explains that the object of his manual is to provide us 
with a truly American system of political economy. 

^ McKean’s edition of Social Science, p. 38. 
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Another author, who, though pf)ss(‘s.so(l of more ability and 
independfMic(‘, was influ(‘nced by ('arey, and may b(3 classed 
as a ni(‘inb(T of th(» ICarly American School, att(*mpted to dr> 
the saiiK'. This wjis Francis Bow(*n (1811-1890), formerly pro¬ 
fessor of political economy in Harvard, and author of the 
American Political Economy^ published in 1870. 

^ In his Politics for Young Americans^ in many resj>ects an (?x- 
celj(?nt little work, Charl(\s Nordhoff e.\'pr(‘s.s(‘Ji strong admiration 
for Can'y, and shows himself an undoubting disciple. 

Horace (ire(*l<‘y wrote* a work on political economy, pul)- 
lished in Bostofi in 1870, the full title of which indicat<‘s its 
scope: Essays designed to elucidate the Science of Political Econ¬ 
omy, while serving to explain and defemi the Policy of Protection 
to Home Industry as a System of National Cooperation for the 
Elevation of Labor. Tlu^ l)ook is well worth reading.‘ Neither 
Bowen nor Cire(*ley was deiKMuU'iit upon ('an*y to the ext(*nt 
that Nordhoff wjis, but it seems that both should l)e considered 
as belonging to the American School.^’ 

Others who might Ix) mentioiKMl are Stephen Colwell, The 
Relative Position in Onr Industry of Foreign Commerce, Domedic 
Production and Internal Trade (1850), The Ways and Means of 
Commercial Payment (1858), The (daims of Labour and their 
Precedence to Claims of the Trade (1861); William Elder, Con¬ 
versations on Political Economy (1882); anil Robert Ellis Thomp¬ 
son, Social Science ami National Economy (1875), Elements of 
Political Economy (1882), and Protection to Home Industry 
(1886). In more recent times, very clear traces of Carey’s in¬ 
fluence appear in the thought of Professor S. N. Patten. 

There has been no small amount of discussion over the rela¬ 
tive originality of Carey and the French economist, Bastiat, 
concerning which more will be said in the following chapter. 

* For some further comment on Greeley's thought see article by Commons, 
J. R., in Pol. Sci. Quarterly, XXIV, pp. 468-488. 



CHAPTER XV 


BASTIAT AND THE FRENCH OPTIMISTS 

Bastiaf s Life and Writings. — Fr^d^ric Bastiat ^ was bom 
in 1801, in Bayonne, France. It was planned that he should 
become a merchant, but inheriting an estate at the age of 
twenty-five, he first tried agriculture with small success, and 
then devoted the remainder of his life to study. After pursuing 
various branches, his attention was attracted by the writings 
of some of the French economists, the most prominent of whom 
was J. B. Say, and political economy became thereafter his 
favorite study. 

He became successively a justice of the peace (1831), meml)er 
of the general council of his department, and, unsuccessfully, a 
candidate for the Chamber of Deputies. 

The articles written then, and a little pamphlet written to 
support his candidacy for another office, were the first pul>- 
lished expressions of his demand for non-interference of govern¬ 
ment in matters of trade and manufactures. But Bastiat's first 
important literary attempt appeared in 1844. It was an article 
in the Journal des economistes, “Concerning the Influence of 
English and French Tariffs on the Future of Both Peoples.'' 
He had been led to write the essay by a journey he had made 
through Spain and England. In the latter country, he had 
become acquainted with the leaders of the Anti-Corn Law 
League, and determined to do for France what they had done 
and w^ere doing for England. In 1845 he published Cobden and 
the League {Cobden et la Ligue) to glorify “the grand movement," 
as he called it. And at about this time, he began a series of 

^ Cf. Gide-Rist, History of Economic Doctrines, pp. 322-348; Bluntschli u. 
Brater, Staatswdrterhuch, art. “Bastiat” (Mangoldt); Von Leeaen, Fr^eUric 
Bastiat (Miinchen, 1904); Bohm-Bawerk, Geschichie und Kritik der Zinstheorien 
(1884); McLeod, History of Economics (1896), pp. 136 ff. 
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articles in the Journal des ^conomisieSf which appeared soon 
after as a book, with the title, Sophismes iconomiques. An 
English translation, called Sophisms of ProtecHony was pub¬ 
lished in 1877. ThLs is Bastiat^s chief destructive or negative 
work. 

In 1845 Bastiat removed to Paris and became secretary of 
the Free Trade Association there, and also took charge of a 
newspaper called Free Trade, After the Revolution of Feb¬ 
ruary, 1848, Bastiat l)ecame a memlxir first of the Constituent 
and afterwards of the I^'gislative Assembly, in which he de¬ 
voted hLs energies chiefly to fighting the Communists and 
Socialists. 

Besides numerous newspaper articles, Bastiat continued to 
bring out at intervals essays designed to popularize his ideas, 
such as those on Property and Law, Justice and Fraternity, — 
aimed against the Socialists, — and Peace and LilxTty. A 
number of these have Ix'en translated and published with the 
title. Essays on Political Ecoywmy,^ All are written in a pleasing 
and luminous style, but have comparatively little scientific 
value. 

A good illustration of Bastiat's method apixars in his ironical 
Petition of the Manufacturers of Candles, Waxlights, Lamps, 
Candlesticks, Strei^t Lamps, Snuffers, Extinguishers, and of the 
Producers of Oil, Tallow, Rosin, Alcohol, and, generally, of 
everything connected with Lighting.^' ^ These lesser luminaries 
arc represented (is suffering from intolerable foreign comjxtition, 
namely, that of the sun; and the Chamber of Deputies is be¬ 
sought to carry out their policy of protection to home industry 
by stopping all openings by which sunlight had Ikhui allowed 
to enter houses. The imaginary petitioners go on to argue that 
if it were objected that sunlight is gratuitous, the point would 
be inconsistent; for protection had been favored on the ground 
that foreign products approximate more nearly than home 
products to the character of gratuitous gifts! 

Thus, brilliantly, with fable and irony, the masses are ap- 

* New York, 1880. * Economic SophUmc, First Series, Chap. VII 
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pealed to; hut all too often the criticism, that the opponent’s 
argument is not fairly stated, applies. 

His most ambitious work and his attempt at a more positive 
and constructive contribution was the Harmonies economiques 
The first volume alone was completed, appearing in the year 
of the author’s death, 1850. 

Economic Harmony. — a. Value, — Bastiat devotes no chap¬ 
ter to Production for he is not concerned with costs or material 
limitations. To him, economy lies in exchange*, and lOconomics 
is the study of exchanges. Wants, efforts, satisfactions, — this 
is the round. But men commonly obtain satisfaction by giving 
something in exchange for what is desirc'd. I'his in\’olv('s the 
question of value, and, as with (.'arey, value is Jhistiat’s starting 
point. He founded his theory upon his definition of this t(*rm. 

Bastiat criticizes various theori(\s of value which had pre¬ 
ceded him; utility, scarcity, labor, difliculty of acquin^ment, 
estimation, or judgment, — all these Ik* n'gards as one-sided, 
though not totally wrong, bases for determining value. 

Both the utility theory of Say and the* labor th(*ory of Ricardo 
err in placing value in the material of things. TIk'hj are two 
kinds of utility, ‘^gratuitous” and “onerous.” The former con¬ 
sists of the materials and forc(*s which are the gift of natun*, 
and nothing can be exacted in exchange for it. On(*rous utility 
lies in a service of man to man, and demands a ser\'ic(i in r(‘turn. 
Now to place value in matter would lead to the conclusion that 
the gratuitous utilities of nature may confer value. This would 
m(*an that landowners w^ould have prop(*rty in the gratuities of 
nature, something which Bastiat in his desire to defend the 
present order against the Socialists will not admit. It would be 
“as little justifiable as comprehensible.” This same error, too, 
would deny productivity to services which do not result in 
material things. Wants and satisfactions, he thinks, are not 
sufficiently commensurable to serve as determinants of value, 
but he grants that utility is the basis of value if only we do 
not make it an intrinsic property of things. 

Ricardo’s necessity for excepting goods whose supply is ab- 
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solutoly limited, Bastiat argues, shows that a general law based 
on labor cost is impossible. Moreover, he asks, how are fluctua¬ 
tions in tluj value of things to be accounted for if their value is 
determined by the? labor (‘Xfxmded upon them? 

Bastiat, however, would not destroy the labor and utility 
theori(*s, but would correct their on(*-sidedness by uniting them. 
He comes vc^ry near to the labor-cost theory when he holds 
that value lies in '‘effort''; but ho would make effort a broader 
t(*rm than labor, though it is not very clear just what it includes. 
In exchanging .s(*r\uces or goods, only effort or onerous utility is 
considen'd, as natural forces are gratuitous. The difficulty 
arising from fluctuation in the value of stored-up labor, he meets 
by substituting for effort ex|K‘nded, the effort saved to the re- 
ci])ient or j)urcha.s(T, an id('a apparently suggested by Adam 
Smith's shift from the labor-cost to the labor-exchange point of 
But to the purchaser, this means a si'rvdce. Hence 
Bastiat's formula: "V'aluo is the relation of Uvo sciences ex- 
chang<‘d." ''fhe (effort saved, or ser\dce, is the product of one 
man; the want and its satisfaction are felt by another; the 
service, then, commands a comiH'iisation in the shape of some 
count(*r sendee. 

b. The Interests of Labor and Capital; Land Value. — Al¬ 
though it is not material, value may pass into material. It is 
then capabk* of accumulation, that is to say, of becoming capital. 
But it is to be noticed that "where value has passed from the 
s(*ndce to the product, it undergo(*s in the product all the risks 
and chanc(\s to which it is subject in the sendee itself." It may 
rise, or it may sink until it departs altogether, as might have 
happened to the service. 

The tendency, however, of value that has become fixed in a 
commodity — that is to say in capital — is to sink. "The man 
who makes a cup today," says Bastiat, "for the purpose of 
selling it a year hence, confers value on it, and that value is 
determined by that of the sendee — not the value which the 
service possess(?s at the present moment, but that which it will 

^ See above, pp. 218 f. 
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possess at the end of the year.'' Owing to constant industrial 
improvements, the probability is that the cup can be produced 
cheaper at the end of the year than now. Thus, according to 
Bastiat, capital, which is only accumulated services, stands 
at a disadvantage compared with labor, that is, present serv¬ 
ices. As society progresses, — and Bastiat thinks of it as always 
progressing, — capital continues to occupy a more and more 
disadvantageous position with regard to labor. Labor has no 
reason to be dissatisfied. 

The rent of land, too, is only a return for past services. The 
original and indestructible powers of the soil are not, as Ricardo 
would have us believe, the source of rent. No remuneration can 
be demanded for these, because they are the gift of nature. Land 
value represents previous services, such as the clearing away of 
forests, drainage, building of fences, fertilizing the soil, etc. But 
formerly, on account of the greater imperfection of labor's 
methods and appliances, it required more labor than would now 
be necessary to render such services. The landlord receives a 
return only for the present value of his improvements. Sooner 
than give him more, people will take up new land and improve 
that. '^This shows how empty," says Bastiat, '‘are the declama¬ 
tions which we hear continually directed against the value of 
landed property. That value differs from other values in noth¬ 
ing— neither in its origin nor its nature, nor in the general 
law of its slow depreciation, as compared with the labor which 
it originally cost." ^ 

Wage earners have every reason to be satisfied with their 
lot. Production ever becomes easier and more abundant, and 
the share they receive is continually augmented. From this 
"amelioration of the laborer's lot found in wages themselves 
and in the natural laws by which wages are regulated," Bastiat 
draws two conclusions and one corollary: 

"1st. The laborer tends to rise to the rank of a capitalist 
and employer. 

"2d. Wages tend to rise. 

' HarmonieB SconomiqueBt 1, p. 150. 
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''Corollary — The transition from the state of a paid work¬ 
man to that of an employer becomes constantly less desirable 
and more easy.” ‘ 

According to Bastiat, the postponement of consumption is a 
service rendered by the capitalist, for which he deserves pay¬ 
ment or interest.* It might be supposed, then, that capitalists 
would have ground for complaint, but this is not so. Harmony 
of interests is complete. Capitalists receive a smaller relative 
share of the produce, but a greater one absolutely, on account 
of the growth of capital. Bastiat illustrates this by letting the 
figures 1000, 2000, 3000, and 4000 represent the total production 
of society at different periods of time. The division between 
laborer and capitalist, he maintains, would take place in some¬ 
what the following manner: — 



Total 

Pkoducb 

Share of 
Capital 

Share op 
Labor 

First ix3riod. 

1000 

500 

500 

Second f)eriod. 

2000 

800 

1200 

Third period. 

3000 

10.50 

1950 

Fourth |)eriod. 

4000 

1200 

2800 


The share of the capitalist, it is seen, descends from 50 per 
cent to 40, 35, and 30 per cent, while that of the laborer rises 
from 50 per cent to 60, 65, and 70 per cent. 

The proof that the relative share of capital decreases, Bastiat 
finds in the fact that the rate of interest continues to grow 
lower as society advances. On the other hand, the absolute 
share of capital must increase, because capitalists would destroy 
or consume a part of their capital if they could obtain more 
for a part than for the whole. 

It does not appear to occur to Bastiat that the profits of 
capital may decrease because the aggregate product of labor 
and capital is less. Let the supposition be made that a given 

^ Harmonies iconomiques, II, p. 73. 

* For Bastiat's theory of interest and a criticism see Bdhm-Bawerk, Canitol 
and Interest, Bk. IV, Chap. III. 
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amount of capital and labor produce at one period 1000 and 
at a later one only 800. Let the share of capital in the first 
period be 500 and in the second 450. The absolute share of 
capital would then have decreased, while its share relatively 
to labor would have increased. This supposition is quite as 
possible as that made by Bastiat. It might be said that in the 
beginning of a society, the most productive employments of 
capital and labor were sought out, and that aftei^vards capital 
and labor were obliged to perform work which would formerly 
have been regarded as unprofitable. Bastiat makes no such 
supposition as this, nor will he allow the thought of it to enter 
his mind, because it would interfere with his presuppos('d 
harmony and divine order of affairs. 

How marked the contrast between Bastiat^s general scheme 
and Ricardo’s! The latter believed that prices of raw materials 
and subsistence rise, and with them nmts, this rise being, in a 
sense, at the expense of the other shares in distribution. But 
Bastiat, like Carey, maintained that the? shares of both labor 
and capital (including land) increase, there being a more rapid 
increase in wages. 

c. Population. — On the subject of population Bastiat is 
decidedly confused and inconsistent. Thus in the first part of 
his Harmoniesj he sets out to deprive the Malthusian principle 
of all pessimistic aspects, arguing that the augmentation of 
population increases the number and effectiveness of exchange's, 
and hence results in a larger share in the gratuitous gifts of 
nature. But in the second part, in his chapter on ‘'Poj)ula- 
tion,” he takes the more common view. Like Malthus, he 
hopes that the standard of living of the laboring cluvsses 
may rise, so that their numbers will increase less rapidly. And 
he maintains that all sensible people follow the Malthusian 
idea, in postponing marriage until a competency has been ac¬ 
quired. 

d. Government Intervention. — As everything in the field of 
value and distribution tends to work out harmoniously, if left 
alone, Bastiat considered that the science of government is ex- 
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cecdingly simjde. Government performs its functions by the 
exercise of force, and there is only one place when* it has, in 
his opinion, a moral right to excTcise force. That is in (estab¬ 
lishing justi(?e. The action of government is “essentially lim- 
itcnl to tlu' maint(‘nan(‘e of order, 8(ecurity, and justice. All 
action of governiiKeiit b(*yond this limit is a usurpation upon 
conscience, upon int(*lligence, upon industry; in a word upon 
human lilxerty.” ' This, of course, b(‘gs the question as to the 
justice of present arrang(‘m(ent8, and assumes the state of 
natural harmony of which he conceived, to exist in fact. 

Bastiat and Carey. — To a great extent, Bastiat stood on 
the shoulders of Say, Dunoyc'r, and the Anu^rican, Can^y. List, 
too, might be mentioiUHl in this coniuTtion. There has been 
some consideral)l(» dispute* Ix'twfH'ii the friends of Carey and 
those of Jhistiat as to which of the* two originated th(*ir system 
of harmony. Bastiat has been accusc*d r(*i)eat('dly of lit('rary 
th(*ft. Th(*ir doctrin(*s and (*V(*n tlx'ir language are undoubteKlly 
often strikingly similar. The read(*r will r(*member BastiaCs 
th(*ory that the share of lalx)r increases both relatively and 
absolut(*ly, while that of the capitalist increase's absolutely but 
decr(':is(*s re'lative'ly; and how he illustrated it mathematically. 
This may Ix^ eompaivd with the following pan^graph, taken 
from Care'y’s Social Science: — 

In the early |)eriod of society, when land is abundant and people 
arc few in number, labor is unprexluctive, and of the small prexluct, 
the land-owner or other capitalist takes a large projx)rtion, leaving 
to the laborer a small one. The large pro|X)rtion yields, however, 
but a small amount, and both laborer and capitalist are p(X)r — the 
former so poor that he is everywhere seen to have l)een a slave to 
tlie latter. Population and wealth, however, increasing, and labor 
becoming nH)re productive, the land-owner’s share diminishes in 
its proportion, but increases in its amount. The laborer’s share in- 
creiiscs not only in its amount, but also in its [VO|X)rtion, and the 
more rapid the increase in the prexluctiveness of his labor, the gn'ater 
is the proportion of the augmented quantity retained by him: and 

* Op. Hi., I, j). 4. 

* IXihring and Lnnfcc. In tho .fnurnal tUs ^conomistca for 1851 Caroy aiic 
Bastiat themselves crossed swords on tho matter. 
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thus, while the interests of both are in perfect harmony with each 
other, there is a constant tendency towards the establishment of an 
equality of condition/' ‘ 

Bastiat and Carey also have some similar ideas as regards 
value and utility; and there is a close parallelism in their theories 
of the origin of land value. Carey criticizes Bastiat's definition 
of value, it is true, but they both proceed from a criticism of 
the Classical labor-cost theory, and have an optimistic justi¬ 
fication of the existing social order in mind. 

Though some have argued that both writers were quite orig¬ 
inal in reaching the same conclusions, it seems improbable that 
this is the case. It is the general consensus of the best opinion 
that Bastiat was more deeply indebted to Carey than he would 
admit, and that he erred in not giving Carey credit in connection 
with his statement of the law of distribution and his discussion 
of land value. Carey impresses the reader as decidedly the 
more original, and on the whole his work antedated Bastiat\s. 
It will be remembered that his Principles of Political Economy 
and Past, Present, and Future, containing the essentials of his 
doctrine, appeared in 1837 and 1848; while Bastiat's con¬ 
structive work came in 1850. 

On the general theory of value, however, Bastiat's main 
ideas seem to have been formed independently of Carey. ^ 
Criticism. — In general criticism of Bastiat's work, it is to 
be observed that he was greatly influenced by the controversial 
atmosphere in which he lived. His doctrines appear unduly 
warped by his propaganda against protectionism and Socialism, 
while underlying all his argument is the unsound idea that the 
organization of society under laisser-faire competition is the 
most perfect that can be effected or even conceived of. 

His reasoning on land value is quite erroneous. To hold that 
the value of land* equals the expenses of rendering it accessible, 
clearing, fencing, etc., is untenable in the light of facts. For 
example, much land is now worth far less than such expendi- 

^ McKean’s ed., p. .31. 

* See Von Leesenv FrSderic Baatial, pp. 165 f. 
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tares. His view overlooks the fact that such outlays are made 
with the id<*a that they will pay for themselveiS, and something 
more — that long ago they liave Ikhmi njplaced and ceased to 
o|)erate. The valiHi of a good Illinois farm or a New York lot 
is far greater than such exjxinses. It is vain to argue that even 
the gifts of nature cannot Ixi appropriated and be made the 
basis of a payment to the owner. That is not the way to meet 
Socialistic attacks. 

Bastiat's limit at ioas are well exhibited in his theory of value. 
The words ‘V'fforts** and ‘^services,” he uses almost as fetishes, 
but they explain nothing. If service meaas more than labor, 
how much more? What determines the value of the service? 
Bastiat gives us no adequate answer. Moreover, by confin¬ 
ing himself narrowly to exchange value he leaves out of con¬ 
sideration the important phenomena of utility and subjective 
value. 

In hLs Sophists Bastiat cries: You protectionists cannot 
apply your theory as a general one. As lx?tween individuals, 
families, communitU‘s, and provinces you accept free trade. 
But you say the political economy of individuals is not that of 
j)eoples! And just hen^ apin^ars his absolutism. He does not 
regard national lines. He follows to the extreme the cosmopol¬ 
itanism of the Classical School, many of the other doctrines of 
which he attempts to rectify. 

On account of its shallowness and manifest disregard of certain 
facts of social life, Bastiat's writing luis had little influence on 
the leaders of economic thought. Its popular influence, however, 
was remarkable, and it is this which has justified the devotion 
of so much space to it. This influence wiis increased by the 
e.xtreme free trade party in England, called on the Continent 
generally the Manchester Party, after the city where it had 
its stronghold. But Bastiat's system has also reacted upon this 
party, leading it to greater extremes in doctrine. In Germany 
a party was also formed between the years 1840 and 1850, op¬ 
posing all interference of government, and accepting Bastiat 
without reserve. Prominent members of this party w’ere Prince- 
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Smith, an Englishman by birth, J. Faucher, Victor Bbhmert, 
and Max Wirth. 

Bastiat did not deny that the poor and unhappy existed, 
though he found the ground for their condition in a mere lack 
of freedom, and bade the laborer be content and grateful to the 
capitalist. His followers in Germany went still further. In their 
admiration of our present social organization, they denied the 
existence of a social problem. The world looked so happy to 
them that they could find no poor man in it. It became at one 
time quite the thing to speak of the so-called poor man. Cliffe 
Leslie says: ^‘Political writers and speakers of this school have 
long enjoyed the double satisfaction of beholding in themselves 
the masters of a difficult study, and of pleasing the powers 
that be, by lending the sanction of science to all (*stablished 
institutions and customs, unless, indeed, customs of the poor. 
Instead of a science of wealthy they give us a science for wealth,^* * 

^ See his article in the Fortnightly for Sept. 1, 1873, on “ Polili .,*aJ 

Economy in Germany.’* 



4. OTHER EXPOSITORS 

Thus far, th(‘ discussion of the followers of Adam Smith 
has s(TV'(^d to omphasi/xj the development of two divergent 
lines of thought with regard to the working out of economic 
forces, ihw has brought out the existence of conflict of interests, 
and the harslna’ jiossihilitics; the other has st^en ultimate har¬ 
mony and beneficence in all. As already stated, the pessi¬ 
mistic tone of some of Smith\s followers was due rather to the 
mode of their statcanent than to the logic of their thought; and 
th(' classification into oi)timlsts and |X'ssirnists does not have the 
d(vp('st and most clear-cut significance in economic theory. 
Without attempting to push it further, then, other followers 
of the Smithian (economies may be considered without regard 
to tlu* hopefuliK'ss of their i)oint of view. Ind(?ed, it would be 
difficult to classify a numl)er of them on that basis. 

And first, a thinker in the direct line of evolution of the 
English C-lassical School de.serves attention, one who wrought 
inde])endently, but on the whole within the framework of Smith's 
doctrines as devcloixjd by Ricardo — Nassau William Senior. 
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a. In England 

CHAPTER XVI 

SENIOR AND THE ABSTINENCE THEORY 

Nassau William Senior (1790-1864) by exact and acute 
reasoning made such additions to economic theory that a 
chapter must be devoted to him. During the greater part of 
his life, he was outside academic circles, and he did not write a 
complete treatise; but he brought so keen and rigid an analysis 
to bear that his limited application was unusually fruitful. He 
was for a time i)rofessor at Oxford, and was a memlx'r of the 
Royal Commission of 1832, established to examine the operation 
of the poor laws and report remedi(\s. 

His principal work ^ was An Outline of Political Economy 
(1836) which ap|K?ared in the Encyclopedia Metropoliianaf 
but was also jniblished separately. To this outline, attention 
will 1)0 largely confined; and no attempt will l)e made to present 
a complete statement of Senior’s views. Only those portions of 
his work in which lu' made distinct contributions wall be dis¬ 
cussed. 

The Scope of Political Economy. — First, is to be noted his 
idea of Economics as a science. In his own words: “The subject 
treated by the Political Economist ... is not Happiness, but 

* Other writings of im|X)rtanco are: — 

An Introfluctory Licture on Political Economy (1827). 

Thrve Lectures on the Transmission of the Precious Metals and the Mercantile 
Theory of Wealth (1S28). 

Two Lectures on Population (1831). 

Three Lectures on the Post of Obtaining Money, and of Some Effects of Private 
and Government Papt^ Money (1H,30). 

Three Lectures on the Hate of Wages (1831). 

Four Introductory Lectures (1852). 

Summary of the Ambiguitiea in the terms of Political Economy, appended to 
Whately's Logic, 
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Wealth; his premises consist of a very few general propositions, 
the result of observation, or consciousness, and scarcely reciuir- 
ing proof, or even formal statement; . . . and his infer<aic(\s 
are nearly as general, and, if he has reasoned corn^etly, as certain 
as his premises.’^ ^ Senior went very far in narrowing the scope 
of the science, and in making it an abstract and dt'ductivt' one, 
and in this his influence on later writers was considerable', 
e.g., J. S. Mill and Jevons. He would have' had the econe)mist 
refrain from a single word of advice, and kee^p clear of morals 
and political science. Then, within his proper field, he must 
confine himself to deductions from a few pe)stulate's. 

Senior allowed Political Economy four postulate's: (1) a 
universal desire to obtain more wealth with the^ le'ast saeaifice'; 
(2) the Malthusian principle of population; (3) the' pe)stulate5 
‘‘that the powers of Labour, and of the either instrurne'iits which 
produce Wealth, may be indefinite'ly incre'ase'd by using the'ir 
Products as the means of further Productieai^^; (4) the law 
of diminishing returns from land.^ 

In his sub-division of the field of the science*, it se'cms cle'ar 
that he foresliadows MilFs distinction betwe'eu tlui laws of 
production and distribution.^ 

Senior\s emphasis of the need for accurate de'finitions, and 
his criticisms of predecessors on this score, are note'we)rthy. 

Value. — Some of his best work lies in the field of value, 
where the influence of Lauderdah is apparent, and e*spee*ially 
in the analysis of cost of production. Value he dc'fiiu's as “that 
quality in anything which fits it to be given and n^cc'ivi'd in 
exchange.^^ The forces which determine it fall into two s(*ts: the 
demand and supply of the one good, and the demand and supi)ly 
of that for which it is exchanged. Supply, however, is som('what 
unsatisfactorily defined as equaling the obstacl(?s which limit 
quantity. Senior is here filled with the idea that it is merely 
limitation of supply, as such, that functions in value, and justly 

• Political Economy (reprint, 6th ed., 1872), p. 2. See also Four Introductory 
Lectures for his views. 

» Ibid., p. 26. 

^im.. p. 3. 
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eritioizos Ilicar(l()\s classifioation * for omitting this idea in the 
cas(^ of re|)roduc(*al)le fonirnodith's. 

It is ()n(^ of S<‘nior’s nuaits jis a thinker tliat he sought to 
fn^e economics from circuitous logic. This is manifest in his 
effort to mak<» th<» concc^Rs of demand and supply which he 
used, independent of pricH'; and his idea of supply would have 
mad<i it a much more; significant factor than a mere price- 
determiiu'd (luantity. 

Abstinence and Capital Formation. — Just here comes 
S(Miior\s gn^at contribution, the concept of ‘‘abstinence” as a 
cost of prcxluction. With e(|ual comjK'tition, goods sf‘li for 
their cost of production, which cost equals labor i)lus the al> 
stinenci* of the capitalist.- Abstinence is “a term by which we 
expn\ss the conduct of a p('rson who eith(T abstains from the 
unproductiv(i use of what he can command, or designedly pre- 
f(Ts th(' production of remote to that of immediate re.sults.” * 
In th(‘ formation of cai)ital ‘‘some delay of enjoyment must in 
general have n*s(Tved it from unproductive use.” This cost, 
th(*n, as w(dl as th(» sacrifice* of labor, is an obstacle limiting 
production, and so, through supply, entering value.^ 

The significance of this mav factor is apparent. Ricardo, 
with some misgivings, had in his formal writings left lal)or 
Jis the* determinant of (*xchange value, profits iHung a sort of 
residual claimant. His followers, James Mill and M‘Culloch, 
took the bull by tlu* horns and expn\ssly reduced all to labor, 
including even the growing value of wine or tret*s. Lauderdale 
had attacked the notion, making capital an inde|X'ndent factor 
which replaces labor rather than supports it; and Malthus made 
profits an independent cast along with wages. But there had 


* AJ)ovo, p. 2Sfl. 

* Economy, p. 24. Senior, however, confuses value of la!x>r (wages) 
with lAlK)r pain, the latter Ix^ing Ricardo’s idea. 

* I but., p. 58. 

< Bc')hni-Bawerk in his ('apUal atul InUrcU (p. 285 of vSmart’s translation) 
aoc\uM»s Senior of making his interest theory part of a theory of value in which he 
explains the value of gotMls )>y their costs; and concludes that as some gtxxis ar«« 
not reproduceahle, it is but a partial theory. He overlooks Senior s exprivis 
insistence on limitation of supply ns distinguished from cost of production. 
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been no analysis which would make capital coordinate with 
labor as a cost factor in production, and the labor theory was for 
the time dominant. 

Senior may have caught the idea of abstinence from G. P. 
Scrope, who wrote three years prior to his article. Scrope states 
that the profit of the owner of capital is ^^a comjx)nsation to him 
for abstaining for a time from the consumption of that portion of 
his property on his personal gratification.” ‘ However that may 
be, the development and application of it are his own, and one 
of his chief claims to lasting fame rests on this basis which he 
laid for the independent determination of interest. 

Cost vs. Expense; Past vs. Present Labor. — Such being 
the cost of production, according to Senior, it must Ixi noted 
that he distinguishes ‘^cost” from “ex|x'nse,” the former re- 
ferringto “conduct,” — “exertion” and “sacrifice,” —the latter 
to the reward for such conduct in the shape of wages and profits. 

Finally, Senior emphasized a point often thought of in con¬ 
nection with Jevons, and which was stated by Carey and 
Bastiat, namely, the fact that it is not past labor which ent(*rs 
into the determination of value; but that it Ls the amount of 
sacrifice that production would require ai the time of exchanged 
Ricardo and James Mill are criticized here. 

Utility and Demand. — But Senior did not leave the demand 
side without adding something. Demand, he shows, rests on 
utility, or the “degree” in which a thing is desired. And he 
comes near to stating a law of diminishing utility. “Not only 
are there limits to the pleasures which commodities of any given 
class can afford, but the pleasure diminishes in a rapidly increas¬ 
ing ratio long before those limits are reached. Two articles of the 
same kind will seldom afford twice the pleasure of one, and still 
less will ten give five times the pleasure of two.” * 

* Prindplea of Political Economy deduced from the Natural Laws of Social Wd- 
fare and applied to the Present State of Britain, p. 146 (London, 18,33). Scrope 
lays great emphasis upon time. 

* Pol. Econ., p. 98. His statement is better than Jevons’, as the latter writer 
confines himself to the negative part of it. 

* Ibid., p. 12. 



SENIOR AND THE ABSTINENCE THEORY 347 


Limitation of supply, however, remained with Senior the 
chief factor in valiu'; and in stating the interrelation of demand 
and supply he says that the utility of or demand for a thing ‘Ms 
princii)ally de|KMident on the olxstaclcs which limit its supply/' 

Monopoly Theory. — Closely connected with the theory of 
value, is that of monopoly, and Senior's treatment of monopoly 
is notable/ He opposes the idea of monopoly strictly and log¬ 
ically to that of “ecjual comix'tition": if every one has free and 
equal access to the factors of production, there Ls no monopoly; 
but wherever this is not trin* an element of it exists. Such is the 
case whenever land plays a part: commodities produced with 
the aid of natural agents are monopoly products, and the person 
who a])propriates a natural agent is a mono|X)lLst. 

S('nior divides mono])olies into four classes. First come those 
which are n<jt (‘xclusive, but exist lx?cause a producer has the 
advantage of lower costs, as, for (‘xample, Arkwright in produc¬ 
ing yarn. This ji,ssum(‘s the power to increase the product 
indefinit('ly. S<'condly, there are absolute monojx)lies, where no 
Increasi^ in production is iK)ssible, as in the case of Constantia 
wine. Tlu‘ third case lies Indwetm these two, being an absolute 
monopoly, but one involving a pnxluct the supply of which can 
l)e increased. A copyright illustrate.s it. Finally, there is the 
“great monoi)oly of land." Here, lus already suggested, the 
power of appropriation is limited and comix^tition not e(]ual. 

Evidently several different points of view are involved in 
this classification. But a general solvent may be found in the 
idea of surplus value or, Ix'tter still, in differential advantage. 
A feature common to all these classes of “monopoly" is the fact 
that income more than covers cost. Thus rent is a surplus above 
costs; hence St'iiior makes rent a monopoly return. 

The weakness of defining monopoly in negative terms, as 
being the absence of equal comix^tition, is apparent. Perfectly 
equal competition is rare, and elements of differential advantage 
abound on all hands, so that such a definition would make 

' See Ely, Senior*a Theory of Monopoly, Amer. Eoon. Assoc. Pubs., February, 
1900. 
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monopoly the rule. The essential error of Senior\s position, how¬ 
ever, lies in the confusion of differential advantage with control 
over supply. The one is price-determined; the other price¬ 
determining. 

Theory of Wages. — In his theory of wages, Senior^s treat¬ 
ment is characteristic. Some suggestive analyses and distinc¬ 
tions are made, and, the problem is clearly stated; but, after 
much digi'ession, we are taken little further than the statement 
that the proximate determination of wage's depends on *^the 
extent of the fund for the maintenance of labourers, compared 
with the number of labourer to be maintained.*^ With these 
words, Senior probably called into being the wages-fund doc¬ 
trine which lies concealed in the writings of Smith and Ricardo.' 

Increasing Returns. — Senior wfis, on the whole, an optimist, 
and this shows itself in his doctriiu' concerning increasing n'turns 
from manufacturing.^ His third postulate was that labor and 
capital may be indefinitely increased in productivity by using 
their products as the means of further production. H(' says. 

Every increase in the number of manufacturing laboun'rs is 
accompanied, not merely^ by a corresponding, but by an in¬ 
creased productive power.** There is a ‘Mess proportionate 
cost,** — a “constantly increasing facility** in working up matc'- 
rials. 

No explanation of this fact is given, however, and Senioi 
contents himself with citing decreased prices for manufac¬ 
tures. Though he does not make the point, his discussion of 
division of labor and capital in the same section sugg(»sts some 
explanation. Thus the use of tools and machiiu'ry makes more 
power available, and^gives indefinite possibilities of improve¬ 
ment. 

According to Senior, two results flow from increasing returns 
in manufactures. (1) An increased demand brings lower prices. 
With a rise in demand, the price of bread would rise; but under 

* Pol. Econ., pp. 154, 174, 195 f. For discussion see Cannan, Production and 
Distribution, pp. 267 ff.; Taussig, Wages and Capital, pp. 197-203. 

* Ely, Senior's Theory of Monopoly, pp. 74, 83, 86, 119. 
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similar (*ircninstaii(*(*s th(* price of lace would fall, improved 
maimfacturinji; proc(‘ss(‘s Ixuu^ mad(‘ availal)l(‘. (2) A tax on 
manufactun's, by dc'cn'asing th(‘ d(‘mand and the output, raises 
pric(\s by an amount j^r(*at(‘r than that of the* tax. 

Emphasis on the Subjective. -One of the most striking 
geiuTal impn^ssions that th(‘ (‘an^ful read(T of Sfuiior gets, is 
th(* (‘inphiisis that he puts upon th(‘ subjective element. In this, 
h(‘ difT(‘rs from most of his pred(H*essors. This is se(*n in the rela¬ 
tively gr(*at(‘r importance' he' attache's to utility. It slienvs itse'lf 
in his inclusion of pe*rsonal ele'ine'iits in capital. But chiefly it 
apjK'ai's in his tn‘atin(*nt of costs. His wiis a cost thf'orv of 
value', but his ce)sts we*re psychie'al anel subje*ctive; ^ cousi>ting 
as the'v elid e)f the' laboreT^s sacrifice's and the abstinence e>f 
capitalists. 

Senior also further d(*V(*loped the' Ricardian theory of fore*ign 
trade*. 

Critical Estimate. — In criticism of Senior’s work, it may 
be truly saiel that it shows lack of constructive* power, and 
even e)f inte'lle'ctual e'liduraiu'e. Ilis criti(‘al powers we're re'- 
markable*. His Iogie*al anel ke'e'iily analytie*al mind te'ars de)wn, 
and the'ii we are* disappointe'd. He is on the verge of gre'at 
truths, but doe's ne)t grasp the*m. Thus he* fe)rmulates no law of 
monopoly j)rice*, nor doe\s he realize the* significane'e of a law of 
incre'iusing returns. He* doe's not grasp the* e*one'ept of final or 
marginal utility. He ele)e's ne)t give* us a valiel the'e)ry e)f wages. 
Yet in all the'se matte'rs he* make's me)re or h'ss elefinite .sugges- 
tiems. He* eliseaisse's e'apital instrume'iits and the tee'hnical aiel 
the^y give* in i)re)elue'tion; but he lapse's inte) thc^ treatment of 
“capital” as e'e)nsisting of “advance's” te) labor. 

Among his me)re pe)sitive e'rrors, tlie fe)lle)wing only will be 
remarke'd upon, namely, the limitatie)n e)f his first premise, 
which se'rve's te) bring inte) pre)minence' the uneluly abstract 
characte'r e)f much of the* Chissie'al pe)liti(*al e'e^onomy; the un¬ 
coordinated characteT e)f his cla.ssificatie)n of the factors of 

' ThouRh ho says (p. ll‘2) that we seldom ro farther hack than the manufac¬ 
turer’s expenses. 
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production — land, labor, abstinence; his suggestion that the 
difference between rent and profits ceases when capital goods 
become the property of another than the abstainer; ‘ and his 
inconsistency in treating the relative amounts of the social 
product received by the factors of production, — making the 
rate of profit a cause determining capital’s share, for example.* 
His definition of monopoly has proved to be inexpedient. 

^ Pol. Econ., p. 129. 

* Also the period during which capital is advanced is made another cause, yet 
this period is stated to depend in part upon the rate of profit. Inconsistency is 
also shown in statements as to the relative importance of the rent share. 



h. The Expositors of the English Classical Political 
Economy Outside of England: 1776A8B0 

CHAPTER XVII 

SAY, RAU, AND OTHER CHIEF EXPOSITORS IN 
GERMANY AND FRANCE 

It is tho purpose of this and the following chapter to give 
some account of the more important of those economists in 
G(Tmany and France who, on the whoI(», may be classed as 
followers of Adam Smith. The point is that in the more essen¬ 
tial matters they accepted the lead of the early British econ¬ 
omists, and especially of Adam Smith. It may well be observ'ed 
in advance that th(' Continental economists have frequently 
gone directly back to Smith, while rejecting in whole or in part 
the development of English thought by Ricardo and his group. 

Without making a sub-classification, it may be remarked 
that .some of those to l)e mentioned showe<l considerable orig¬ 
inality in exposition or criticism; a few even made additions 
to tlu* Smithian <'conomics. Among the following authors may 
be found men who.se .sound understanding and .solid merit w’cre 
greater than those of .some to whom more distinct attention 
has been devoted, the rejuson for .such attention lying in the 
novelty or influence of their views. 

I. Ger.many 

The close of the eighteenth century, as already indicated, 
found German economic thought under control by the professors 
of Kameralistic .sciences. The Physiocrats had made some few 
converts, and the great upheavals of the time were not with¬ 
out influence; but it remained for Adam Smith’s teaching to 
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give the great impulse to a new and more scientific concept of 
economics. 

It was not until the year 1794, when the first good translation 
of the Wealth of Nations by Garve appean'd, that Smith's 
work was much known; and even in 1799 Sartorius complained, 
in the introduction to his Ilandhuchj that Smith had (wc'rtcnl 
but little influence. But shortly aftca* 1800 all this was chang(‘d, 
and for a generation or more, English political economy was 
decidedly influential, if not dominant. 

The German economists who wrote' between 1800 and the 
rise of the Historical School, about tlu' middh' of th(' c('nturv, 
fall into three groups: the strict adh('r(‘nts of Smith; those' who 
followed him to a greater or less exte'ut, but with indt‘pen(4*nt 
criticism; and those who were' more fundanK'iitally oppos(*d. 
The hist group will be discussed wIkmi Smith's opponc'iits and 
critics are taken up.^ As betivoen the' first two groups, it is 
difficult in some cas(\s to place a man; but, taking ('veaything 
into consideration it may be said that Kraus (1753 1807), 
Sartorius (1766-1828), Luder (1760-1819), Ilufc'land (?) (1760- 
1817), and Lotz ^ (1770-1838) did litth' more than state' Smith’s 
case; while, on the whole, Sode'ii (1754 1831), Jake)b (1751)- 
1827), Nebemius (1784-1857), J. II. von Thinien, and Hau (1792 - 
1870) are the more important of the)se‘ whe> fe)llowed, but crit¬ 
icized or supplemente'd in important ways. 

It is beyond the scope of this chapte'r to give a detaile'el 
account of these writers, and diff(*r(‘nces among tlu'in make' 
close generalization difficult. Thus Kraus, Sexleai, Hufe'lanel, 
and Ijotz followed Smith in thc'ir aehocacy e)f frc'ej trade', whiles 
the others recognized national line's te) se)me^ exte'iit. Or, e)n 
the score of rent, only Jakob, Huh'land, anel von Thiine'ii 
showed much independence of the Classical de>ctrino. 

Of the various economists just mentioned, the best known 
are doubtless Nebenius, von Thlincn, and Rau. 

> Below, pp. 403 flF., 537 ff., 558 fT. 

2 Lotz shows some irulependenrtj in treating value: Revision der (trundhroriffe 
der Natio7ialwirtsch'i/tfil(hre, 1813, III, pp. 3-7. 
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Nel)(‘nius won fjuiKi with his work Der Oeffeniliche Credit 
(Pul)li(; publishcid in 1820. Hnro he cliseussed the 

natun‘ and function of capital, rnoiuw, and credit, together 
with fon*ign (*xchang(‘ and public debts; and his contributions 
appear not(»worthy. In general economic th(H3ry, his chief 
diflf(‘r('n(*(‘ from Smith consisted in his b(‘lief in the expediency 
of mor(‘ stat(‘ int(‘rvcntion. He was active in promoting the 
(h‘rman Zollverein (customs union), thus favoring a protective 
tariff. X(‘benius, howevcT, held Smith\s ideas on productive 
labor, and h(‘ appears to have confused thr^ problem of det(T- 
mining th(‘ n'lalive shar(\s of wages, profits, and rent with that 
of their absolute amounts. 

Johann Ib*inrich von "rhiinen is but briefly mentioned here, 
for his thought forms the topic* of the nc*xt chapter. His bcMik, 
Der Isnhrte Stwit ('flu* Isolatcsl State), the' first volume of which 
appc'arcsl in 182t), c*nri<*h(^d (l(‘rman c‘c*onoinic lit(*rature with 
one' of its most original works. Through his brilliant deductions 
in the* fi(*ld of distribution, he w'orkc^d out a consistent marginal 
productivity analysis of wagc*s and interest, in addition to 
arriving at a rent thc'ory similar to Ricardo’s, with a more ju<t 
emphasis of the* situation factor.‘ Von Thim(‘n’s warm .sym¬ 
pathy for labor l(*d him to criticize* Smith’s thcM)rv of wages, 
empha.sizing productivity and humanitarian eon.sidc^ration.s. 
In thc’.se matters, his vi(*ws IchI him to favor a considerable de¬ 
gree of state* activity in social reform. 

Karl H(*inrich Ran does not m(*rit attention so much for 
original contribution to theory Jis for eflfeetive exposition. 
Through his LehrbHch der Politisrhen Oekonomie (1820) ^ ho 
had consid(*rable influence not only in Germany, w'here it was 
the leading work during the' second third of the ninetc'enth 
century, but abroad. It i.s encyclopedic, practical, and admi- 

' Uioarclo’H work wiw not much known in Germany till after Haumstark's 
translation in iJvlT. Thuiu»n, however, liml n'ad in Ricardo as early »is l.s'iO. 

* The last e<iituin prepansl hy Ran apiH'ansl in IWVJ-ISCVS. Vol. I. (rnnuhrU^f 
dtr VolkHwirUrhiflslthrv, 1S(>S; Vol. II. Volkswirtucha/ts/hdUtk 

mit anhdtt ntit r /Oirkitirht auf htsttht ndr St<uUacinrichlutioi'n, 1S(52; Vol. HI. 
(irumUnUi' (It r Fiiuinzwi'isi nacfuift, ISG4. 
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rably adapted for the use of government officials. In an earlier 
writing, Ansichten der Volksvnrischaft (1821), he showed some 
appreciation of the historical viewpoint; but later reacted. His 
work is, in the main, little more than a compendium of current 
and preceding doctrines, enriched with historical, statistical, 
and technical information. It is a combination of Kameralistic 
erudition with the political economy of Adam Smith. This 
fact appears in the sub-divisions adopted: economic theory, 
economic policy, the science of finance. 

But this suggests Rau’s solid merit. In his time, it was a 
service to stress as he did the distinction between theory or 
science and policy or art. Rau believed that the latter varies 
with local conditions; while the former is more exact and math¬ 
ematical. Other merits are: ^ his well-balanced view of value 
in use and value in exchange; his distinction between concrete 
and abstract value in use; his attack upon the idea that the 
demand for labor depends upon the amount of capital. 

A notable error which Rau, following Adam Smith, main¬ 
tained, was his narrow notion of the productivity of labor: 
personal services he defined as unproductive. 

Though, to the reproaches of Friedrich List, Rau made the 
claim that he had used the historical method, recognizing stages 
in economic development, he was quite far from the evolu¬ 
tionary spirit of the Historical School, his idea of stages being 
rather mechanical.^ 

The service rendered by the whole early group of German 
economists may be stated as follows: (1) The British emphasis 
upon labor was corrected by an insistence upon the importance 
of land as a factor in production; (2) subjective factors were given 
more attention, the productivity of labor apart from material ob¬ 
jects being insisted on by some, and the significance of immate¬ 
rial things, such as culture and morals, generally upheld; (3) ethics 
was taken into their point of view; and (4) a greater place was 

^ Roscher, Geachichte d. National&konomik, p. 858. 

* Similar objections might be made to similar claims sot up by apologists of the 
Classical economists on the score of inductive method, appreciation of history, 
etc. 
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made for state activity, the individualistic teachings of the 
("hissical economists being limited. Almost without exception, 
the German economists were influenced by Kameralism to the 
extent of recognizing the fK)litical duty of the state to take an 
important part in economic life for the sake of the common 
good.* (5) A st(‘p was al.so taken toward a separate analysis of 
entrepreneur's gains (Hufeland, Hermann, and Rau). 

One notes a certain refreshing realism which is often found 
in the German writers, a fact that is no doubt due to the close 
connection Ix^tween the Gennan Universities and the state. 
To b(' sure, mere practical information may \ye associated with 
a lack of analysis or constructive iK)W(‘r; but the loading German 
thinkers combined a whole.some practicality with a consider- 
abh' amount of those qualities. The chicT danger has lain in the 
possibility that tlie political aims of the sovereign may come to 
dominate scientific thought, that ethics may represent expe¬ 
diency, and that culture may cloak selfish ideals. It was on the 
whole unfortunate that (»conomic science should ever have iK'cn 
so subordinated to political policy as it was in Germany during 
the greater i)art of the nineteenth century. 

II. France 

The rise of political economy in England took place at a period 
when the study of that science was declining in France. The 
eminent ser\'ices of the Physiocrats have betm n^ferred to. But 
their influenct', even in their own land, was never great, and 
they left no permanent school. Accordingly when, in 1779- 
1780, the Wealth of Natiofis was translated, it soon took the 
lead, easily overcoming the opposition of some surviving Mer¬ 
cantilists. The French writers showed less independence and 
originality than the Germans, a fact partly attributable, per¬ 
haps, to their slight interest in economics. But in the field of 
Socialistic propaganda they displayed considerable activity 
and originality. 

The chief writer to be mentioned is Jean Baptiste Say (1767- 

’ Br. Ilildohranci, Nat. Oek. der Gegenwart u. Zukunfl^ a. 32. 
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1832), whose Traite d^economie politique, published in 1803, 
did more to spread Smith's teaching than any other work. 
Say was a business man and politician who was l(?d to study 
political economy by a perusal of the We(dth of Nations, there¬ 
after devoting much of his life to service as a teacher and author 
in this field. 

The first of Say's contributions to be mentioned, and the 
most important, lies in the field of definition and arrangement. 
Perhaps through suggestion from Turgot's Reflexions, h(' di¬ 
vided the second edition of his treatise into books on Produc¬ 
tion, Distribution, and Consumption, thus originating an 
arrangement common in later textbooks. JOxchange is not 
illogically treated under Production. Hien he addend to the 
idea that the national income falls into thr(‘e share's — r(*nt, 
wages, profits — so as to distinguish three corre'sponding fac¬ 
tors of production in natural agents, labor, and capital. Further¬ 
more, he somewhat developed the^ analysis of the' part ])lay(‘d 
by capital. And here it is noteworthy that h(‘ eriticizenl JMiglish 
economics for combining the? gains of the' unde'rtake'r and of the 
capitalist.^ He himself distinguished the'ir funetiems, styling 
the former ^^entrepreneur," thus bringing into use? a term which 
has found permanent place in the' science. 

In a broader way, he made some good suggestie)ns fa\’oring 
the use of the inductive method,^ and he argue'd that me*thexls 
similar to those used in the natural scie'nces might be? fe)llowed 
in political economy. ^ 

The subject concerning which Say is best known, is his tlu'ory 
of markets {Debouches),^ He argue's that the belie?f — held, for 
example, by Malthus and Sismondi — that there may be? a 
general overproduction and glut, is an unsound generalization 
from particular experience. Generalized, there can be? no such 
thing, for selling is at the same time buying, and in pre)ducing, 
men are creating a d(?mand for other goods. And Say pe)ints 
out the bearing of this reasoning upon foreign trade?, imports 


* Bk. II, Chap. VIII, § 2. 

* See introduction to Traite, 


’ Bk. I, Chap. XV. 
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aiv no (Usa(lvantjij^(», “for nothing can l)c bought from strangers, 
('xc(‘i)t with nafiv(* products/' As a inatt(‘r of fact, tlH*r(* .s(*(*ms 
to l)(‘ less merit in this idea, conc(»rning which Say had exag- 
g(‘rat(‘d pr(‘tensions, than in some oth(‘rs; for it is but a little^ 
d(*V(*iopm(Mit over th(‘ Physiocratic t(‘aching tfiat, in buying 
and s(*lling, goods (‘xchangc* for g(KKl.s. Say's argument is bascnl 
upon th(' assumption that ex(‘hange is esscaitially “barter," 
but tli(‘ us(* of money introduc(‘s lags and complications which 
inak(‘ so simple and optimistic an analysis too unreal to be 
gfMierally ap|)lieabl(*. 

No ac'count of Say's work would 1)(‘ (*omplete without som(‘ 
m(*ntion of his position on valm*. In Hook II, (’hapter I, h(‘ 
shows his ck'ar ap])r(‘ciation of the importance of the* subject 
with r(‘lation to an und(‘rstanding of Distribution. More than 
that, h(' puts th(‘ parts played by (hanand and supply in an 
advane(*d way, and giv(‘s more significaiua* to utility than his 
jMiglish eontcanporaries. Ctility is d(‘fin(Hl as tlu' inh(T(ait 
capability of things to satisfy human wants, and valm* is said 
to originate* in utility.‘ Price* is the* mi*asure* e)f value*; value* is 
the* me*asure* e)f utility, se) long as tlie l)uye*r pays no more than 
his e'stiinatie)!! eif the* utility e)f his purediase. This makes room 
feir e*e)sts, anel Say sli])s e)ve*r te) tjie* ide*a e)f neirmal value baseal 
ein e*e)sts. He e*riticize*s Smith's labe)r-e*ost tlu*e)ry, however, 
heikling that “inelustrial" e*e)sts, ine*luding n*nt and i)rofits, 
de‘te*rmine» value*. He* al.se) he*lel that Smith hael e*rre*d in nar- 
re)wing e*e*e)ne)mie*s by limiting we*alth te) mate*rial things: “He 
she)ulel, alse), have* ine*luele*el unele*r it value's whiedi, althe)ugh im- 
mate*rial, are ne)t le'.ss re*al, sue*h as natural e)r acquire'el tale*nts." - 

Ane)the*r point ce)n(»erning which Say elifTe'real from his master 
was the gre*ate»r e*xtent te) w’hicli he e*arrieHl the* laii^sn'-fnire 
ele)e*trine*. He* weiulel have* alle)W'e*el small place for state activity. 
The* Ere*nchman was ine'line*el te) de*ve*le)p e)ptimistic te*ndencie\s, 
!inel t his is e*vide*nce*d by his id(*ntificatie)n of public and private 
Mite*re*sts. 

* Bk. 1, (’Imp. I. 

* Intruiluction to Traitv; also Bk. 11 , Chap. V. Isiat paragraph. 
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In addition to enlarging upon consumption in general, Say 
deserves mention for his distinction between saving and unpro¬ 
ductive consumption, and the discussion of their results. 

Among the important criticisms of Say's thought are his 
lack of a broad historical training, his narrow — and jealous — 
criticisms of Ricardo, his excessive views on laisser faire and 
taxation, his belief that wealth consists in a sum of exchange 
values, and his insistence that from the social point of view 
gross and net revenue are the same. Shutting his eye.s to null 
social costs, he held that 'Hhe term net produce applies only to 
the individual revenue of each separate producer . . .; but 
that the aggregate of individual revenue, the total revenue of 
the community, is equal to the gross produce of its land, capital, 
and industry." ^ The fundamental difficulty in Say's thought 
was a confusion between individual and social points of view. 
On the one hand, he treats costs as entrepreneur expenses, and 
wealth as exchangeable goods, both material and immaterial. 
On the other hand, he bases his whole analysis upon a concep¬ 
tion of production, distribution, and consumption as social 
processes, processes which could be consistently applied only 
to social costs and material w^ealth. 

The tendency has been to underestimate Say's services, 
perhaps because of his own exaggerated pretensions. He was 
no Smith or Ricardo; but he was no mere popularizer. His 
ability was not that of the masteis, and may be called second 
rate, but such as it was, it was not small, as appears from the 
brief statement of his chief merits. The history of political 
economy would have been different without J. B. Say. 

An excellent expositor of the Smith-Say doctrines was 
Joseph Gamier, whose chief work was done between 1848 and 
1860.2 

The only other French writers who fall within the province 
of this chapter are Cournot (1801-1877) and Dunoycr (1786- 
1862). Augustin Cournot has to his credit the first extensive 


»Bk. II, Chap. V. 

* jSUmenta de Viconomie politique (1848); TraitS de V^conomie politique (1860). 
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and important use of mathematics in economics; ^ a method 
which, though it has resulted in no important discoveries, un¬ 
doubtedly has its uses, especially in the concise and accurate 
presentation of deductions and the representation of slight 
variations. Thus Cournot was the pioneer in showng the rela¬ 
tion between small increments in commodities and those in 
price. Cournot also attacked some of the optimistic notions 
of the French economists. 

Even more clearly than Say, Charles Dunoyer was one of 
the followers of Smith who develoi)ed hLs optimistic tendencies.* 
By the clo.so of the first quarter of the century, there came a 
group of Frenchmen who, while adhering to the most funda¬ 
mental doctrines of Smith and Say, were more influenced by 
the social question which confronted them. This question was 
approached with some recognition of its ethics, but the tendency 
was to warn against government intervention and to advise 
free play for economic forces. Dunoyer may be taken as the 
chief representative. 

Though not so clear-cut in his thought as Say, Dunoyer 
shows more indeixmdence. He lays greater stress than Say 
upon immaterial wealth, and he distinguishes production in 
which man himself is directly modified from production in 
which the immediate effect is the modification of some external 
object. In the former case, the physician, the artist, the teacher, 
and the clergyman work on man^s body, imagination, intellect, 
and morals, res|K'ctively. Industries producing commodities 
are divided into the exiractive industries, trade and transporta¬ 
tion, manufactures, and agriculture. Mere exchange, not result¬ 
ing in material things, is not included as an ‘‘industry,though 
its necessity is recognized. 

Labor, Dunoyer thinks, is the only productive factor. Value 

^ Recherchea aur Um principca nuUMmatiquea de la tk^ori^ dca ric)u'aaea, 1838. 

* Do Tracy (182.3), Chevalier (1845-1850), and Gamier (1860) are others. See 
Kautz, Nalional-Oekonomik, II, 571 ff. Dunoycr’s chief works are: De la liberty 
du travail (1845); Noticea d'^^nomie aociaic (1870, posthumous): Nouveau traiU 
d'Economic aociale (1830). On Dunoyer see Villey, L*oeuvre iconomique de Dunoyer 
(Paris, 1899). 
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measures services, things evclurnging aeeordiug to the (|uan(ify 
of services stored in them. Ihis i.s coupled with th(‘ f)elirf thut 
natiire^s services are not gratuitous hut are to reckoned as 
costs. Payment for land is men'Iy iiiten'st on capital. Ihstiat, 
who, as has been seen, had similar ideas, was avowedly inflih 
enced by these views. 

Dunoyer dwells on the part which the Jieedl('ssn<‘s.s and 
viciou.siioss of the lower classc's phi}^ in causing tlu'ir ills; and, 
while laying part of the Idainci on socu^ty, argues for Inisser 
faire. He believes inequalities arc necessary and advantag(‘ous 
to society, but thinks they may be ameliorated; the initiative, 
however, should come from the sufferers themselv(\s, as lluy 
know their own needs best.' 

The most notabk* tendencies, then, of the relatively few im¬ 
portant expositors of tlu‘ British political economy in France, 
were to take extreme views on lainser faire, and to be optimistic. 
Cournot was an uninfluential exc(*ption. 

Closely related to the foregoing stateanent is the long-observed 
fact that French economic thought has beeai (‘specially col()r(‘d 
by a desire to defend existing social institutions against the at¬ 
tacks of the Socialists. Cairnes, writing in 1857, said of Say that 

*‘no one, I think, can peru.se much of his writings without f)crcciving 
(and the same remark may l)e made of not a f(;w French writ(*rs on 
Political Economy, and in particular of M. Mastiat) that his r(‘ason- 
ing on economic prohlorns is throughout carried on with a .side* glance 
at the prevalent .socialistic doctrines. An inevital)le consiMpience of 
this is — his object being quite as much to defend .society and pro|>- 
erty against the attacks of their enemies as to elucidate tlici tlu'ory of 
wealth — that questions re.4{x;(.*ting the distribution of wealtli arc 
constantly confounded with the whcdly different (iue.stions which the 
justification upon .social grounds of existing institutions involves; 
and thus problems purely economic, come ... to Ije complicat( 3 (i 
with considerations which are entirely foreign to their solution.^^ 
{Logical Method of Polituxd Economy, 2nd ed., p; 13.) 

This fact helps to explain the tendency of French economists 
to treat rent, interest, and wages as being similarly det(‘rmiued 
shares, and their prevalent identification of rent and interest 
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VON THONEN and the isolated SlATE^ 

Jolianii Heinrich von 'riumeii IS.IO} uiuloubteilly 

OIK* of (i<‘rinany’s most brilliant theorists. In(l(*<*<I, he may Ik* 
c()m|)ar('cl to Ricardo in haigland, though iiis work was iiuin* 
t<‘chnical and did not co\('r so important a |>art of the fi(‘ld of 
pun* (*conomic th(*ory as money. 

The first voIuiik* of his oik* work was publish(*d in 1S2G at 
Hamburg, and had as its full title: Der Isnlirte SUuit in licziehnng 
(uif Liuulirirtlisi hdft intil Xntinnnlokononiief oder Vniei'sHchungen 
ulu r dni KihJIuss^ <U n dir (ietrndt pn isey dvr Rdrhtum dva liodens 
und div Ah(j(du n nnf dvn Arkvrhmi au.subvn “ (d’lK* Isolated Slate 
in Relation to Agricultural and l\)litical !']conomy, or Investiga¬ 
tions conc(*rmng llu* Influc'nce Wliich dram Prices, iIk* RichiK‘ss 
of IIk* Soil, and 'Taxes, J*Aert upon 'Tillage). 'The first part 
(Abthvihduj) of tin* second voluiiK* iThnl) ap|H‘ar(*d in 1850; and 
not until IST^I, long afl(*r von 'TIiuik'iTs death, was tlie work 
completed by tin* addition of a s(*cond ])art and the third volume. 
'TIk* whoU* work was print(*d as a third <*ditiou in 1875. It has 
b(‘(*n translat(*d into Fr(*nch, and was finally honored by a place 
in a (‘olli'ction of iIk* chii*! d<*rman economists. 

In his g(*n(*ral (*coiK)mic views, von Thunen may bo classed 
as a follow(*r of .Vdam Smith, of whose work he was a student. 
In his youth, he acciuired a knowledge of practical agriculture. 


* Ah flecointary n*fcronms on von Thunen hih* Sehunmeher, Johann /{nnrick 
wn Thnnt n, ♦ in Forsrht rhh* n, Itostoek, 1 SC>S. 

B’letiler, M., Johann Iltinnch von Thiintn urui stint nahonalokonofnisthen 
ilauiith hn n. Hern. l'.H)7. 

Helfericli, “II. von 'Ch uien.” Tuhiwjtr Xt il^chri/t f. Staafsn'issrnsrhijt, 1S52. 

Schneich'r. 10., “.lolmnn lleiiirieh von Thunen.” Kcononomttrica, IIKU. 

lioHeher's and Ktinihaud'H hintoneH of political ei'oiioniy. 

* 2d ed. in 2 vol., lst2 The earlier ptiRo references refer to the first oiiition 
later ones are t(» the third edition, which contained his complete work. 

3G1 
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and afterwards studied what might be called agricultural eco¬ 
nomics under Thaer. Later his now celebrated estate (Gut) of 
Tellow was purchased, and here he made careful investigations 
of the same subject. Thus apparently if ever a man was thor¬ 
oughly equipped for a practical work on the economics of agri¬ 
culture, it was von Thiinen. 

Method and Plan of Work. — In dealing with von Thunen, 
the first thing that strikes one is his method. It appears in the 
very name of his book, the Isolated State — which he at first 
planned to call the Ideal State. Contrary to the usual procedure, 
then, the examination of this writer's thought will be begun with 
some discussion of his method of thinking. His method was a 
contribution. Indeed, the book is one of the best illustrations of 
the abstract-deductive or ‘‘exact" method to be found down to 
this very day. The first section of the first volume is headed 
“Postulates," the second, “The Problem"; then come various 
changes in the postulates, and finally a comparison of the isolat(?d 
state with the actuality. It is the method of “successive approx¬ 
imations," which von Thunen explains is necessary in order to 
segregate and measure the influence of the particular forces in a 
complex. 

Not only is the method abstract and deductive; it is character¬ 
ized by a use of mathematical formulse, these involving, however, 
only arithmetic or simple algebra. No use is made of geometrical 
figures. (It must be noted, however, that the later parts, which 
deal with labor, are not so purely abstract and deductive, and 
in dealing with the effects of climate, and the like, some modifica¬ 
tion of the method may be observed.) 

It is von Thtinen's plan first to reduce the problem stated in 
his title to its simplest elements. Accordingly, he says: Let us 
imagine a very great city set in the midst of a fruitful plain, 
through which no navigable river or canal doth flow. The plain 
itself consists of like land, which is everywhere equally adaptable 
to cultivation. Far removed from the city, the plain ends in an 
uncultivated waste which separates this state from the world 
without. There is no other city than the great one set in the 
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center of the plain, and it furnishes all artificers' products, while 
the means of life are drawn entirely from the surrounding plain. 
Metals and salt are produced near the city (p. 1). ‘‘Now the 
question arises: how will agriculture shape itself under these 
conditions, and how will the greater or less distance from the 
city affect tillage if it is carried on with the greatest skill and 
care? " 

Under these assumptions, the conclusion is drawn at once: 
“In general it is clear that in the vicinity of the city such prod¬ 
ucts must \ye raised as have a great weight in proportion to their 
value (Werth) or are very bulky, and whase cost of transporta¬ 
tion to the city would Ik* so significant as to prevent their pro¬ 
duction in farther regions; so also with perishable products 
which must Ih^ fresh for use“ (p. 2). Products of higher specific 
value would Ik* drawn from greater distances. “On this ground 
alone, pretty sharply drawn concentric circles will be found 
about the city within which this or that crop will form the chief 
product." In the first circle, for example, garden truck and milk 
would Ik* chi(*f products. 

In this circle, the land is the chief object of economy, while 
labor is relatively less important: “The price of milk must rise 
so high that the land for milk production can Ik? of so much use 
through the production of no other thing. As the land rent 
{Ackerpacht) in this circle is very high, so increased labor is here 
little regarded. To gain the greatest amount of fodder from the 
smallest ar(*a is the problem" (p. 3). 

The estate of Tellow is made the basis for the greater part of 
his calculations, its prices and exiK'ns(*s being taken for granted 
by von Thiinen.^ A large part of the book is a study of how the 
economy of this estate would vary with distance from the imag¬ 
inary city and with changes in prices and taxes. It is assumed 
that the gross product may be estimated in grain and that the 
price of livestock will vary with the price of the grain, — which 
is really true, says von Thunen, of a state not surrounded by 

' Results obtained from records kept on his estate during the five years. 1810- 
1815. 
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others which are uncultivated and merely engagc'd in [grazing 
(p. 205). Further, it is assumed that the farm expenditure's are 
made up of fixed percentages of money and of grain, this being 
done to simplify the determination of the effects caused by a 
change in grain prices. 

All the various assumptions are adoptc'd consciously, and the 
attempt is made to indicate what would be tlu' n'sult we're they 
removed (p. 209 f.). As to equality of soil, he points out that one 
could also have assumed a fixed price for grain and various 
degrees of fertility in a second isolated state; but this is umu'c’es- 
sary, for formulae already developed enable the' solution of such 
problems as, for instance, what rent will a farm of any giv('n 
productiveness yi('ld when grain is worth a givc'ii price* pe'r 
bushel. As to water transj)ortation, it men'ly opc'rati's to make' 
points accessible to it virtually so much nearer the* city by r('dii(‘- 
ing freights. And, with numerous little* towns, (*ach must bei 
thought of as possessing its contributory te*rritory, thus making 
it necessary for the central city to draw its sup])lies from gre*ate*r 
distances and so increasing transportation ce)sts. The* prie^e* e)f 
grain in the small towns would de'pend upon the marke*t j)ricei 
in the capital city (p. 214). 

While he did not fully realize the limitations e)f his mc'thod, 
von Thlincn was partly aware of them. He* wrote*: ‘Must as a 
geometer reckons with points lacking in ext(*nsion and plane*s 
without thickness, though neither actually exists; so we* may 
take all adventitious circumstances and contingenci(*s away fre)m 
an active force, and only so can we recognize* what share it has 
in the ])henoinena which lie before^ us^' (p. 215). He believed that 
it would be possible to draw up a chart for an entire land in¬ 
dicating the circles of different i)roducts; but while the same 
principle which contrefis thei industry of an isolat(*d state would 
be at work, the actual phenome'na, he* saw, we)uld be quite differ¬ 
ent on account of the “endless numbe*r of eRher re*latie)ns and 
circumstances^’ (p. 215). In fact, vem Thune*n ne‘ve*r e)ve*re*ame' all 
the difficultie^s which beset the atte*mpt te) introduce the? ce)m- 
plexities of life into his abstract state. 
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Rent. - Von Thuiion\s work in the field of distribution is 
most inten'stiuKj iind lu* naturally j^ives much attcMition to rent. 
In a s<*c<ion falling und(‘r th(‘ discussion of the* thn‘(*-fi(*ld systcin 
and imm(‘diatcly fidlowing o!U‘ on the d(‘t(a*mination of tlu* price 
of jj^rain, von ThuiKMi tn‘ats of th(‘ orij^in of land r(‘nt fp. 

"rh(* distant ])roduc(‘r of rye, under the assumed conditions, must 
li thal(*rs pcT bushc*!, for it costs him that much. (Jn the 
other hand, th(‘ producer* n(‘ar the city could market hi.s product 
for much l(*ss — perhaps .1 thaler; but the latter cannot I>e 
comp(‘ll(‘d to take a lowtT pric<‘ than the former, nor can it be 
(‘xp(*ct(*d of him. For th(‘ buyer, one bushel has as much value* 
(Wirtli) as anothcT. W hat the* n<*ar-by producer rec(*iv(*> above* 
cost is his Kain. And “as this gain is pe*rmane*nt and returns 
y(‘arly, se> his land [(truntl und Bod^n] yields an annual re*nt. 
The* land re*nt of a farm ari.M*.s, th(*re*fe>r(*, from the* advantage 
which it has in its situation anel in its .seiii ov(*r the worst farm 
which must produce* in e)rde*r to satisfy the* dc*man(r' fp. 1S2). 
"rhe* value* of this advantage* e*xpre‘.v.se‘d in me)ne*y e)r grain, ineli- 
cate*s the* amount e)f the* land re*nt. Ib’iit is “the* amenmt e)f the 
landleird’s ine’eime ns Inch, afte*r de*ducting inte’re‘st ein the* value 
of the* builelings, sseHuls, and all valuable obje*cts whi(*h can iw* 
separate*d freim the* lanel, re*inains and so belongs to the* land as 
sue-h’^ (p. 1-4). 

In a ne)te*, ve)n d1nine*n intimate's that othe*r insistigations, 
which he* deu's not report, show that there* are e)the*r grounds for 
re*nt, — that e*ve*n lanels e)f eniual fertility and situatiein with 
H'garel to market can, when completely distribute'd, yie*ld a rent 

(p. 182). 

It must be* admitte'd that, while the significance of rent as a 
share in elistril)utie>n is by no me'ans so cle'arly indicatcHl as is the 
case with Rie*.arde>, this-(*xplanatie)n of rent as .'^uch is cle*arer and 
more compre*he*nsive than the latte'Fs. If anything, ve)n "rimnen 
ge)e*s to an e*xtre*me* eippeisite to that fenind in Hicardei’s tlu'ory, 
in that he e*mphasize*s situation rather than fe'rtility; and his 
statement is thus a valuable corrective of the* Ricardian formu¬ 
lation. 
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In a concluding section on Taxes upon Land Rent (p. 276) 
there is an excellent statement of the effects of taxation, im¬ 
provements, etc., upon rent. The fact that rent is no fixed 
amount, but varies with prices and interest rate, is emphasized. 

It is interesting to observe that von Thiinen is not one of those 
who would minimize or overlook the difference between agricul¬ 
ture and manufactures, and so between rent and interest. 
^^Agriculture,” he writes, ^Miffers essentially from industry 
(Gewerke) in that, when pursued on different kinds of soil, the 
same human activity is rewarded by very different production, 
whereas in industry the same activity and skill ever afford a 
similar labor product” (p. 271). 

Price and Value. — Starting with the assumption that it 
costs the equivalent of 1^ thalers to produce and transport a 
bushel of rye from the most distant circle, von Thiinen supposes 
a fall in price to 1 thaler (p. 177). Then the 1J thaler land w'ould 
cease to send grain to the city, including all land over 23§ miles 
away. Assuming the same population and demand, th(*re w ould 
bo a great lack of grain, and the price would at once rise: the 
price of 1 thaler is impossible. The following “law” is then de¬ 
duced: “the price of grain must be so high that rent will not 
fall below zero upon the land on which the production of grain 
for the market is most costly, yet whose cultivation is necessary 
for the satisfaction of the demand” (p. 179). 

Another interesting point concerns th(^ determination of the 
price of the products of labor on the farm (p. 207). This must 
cover the outlays for food, etc., during the process, and for raw 
materials. If these materials must be procured from the city, 
the price of the product is only to a small extent determined by 
the local price of grain; but if the raw material — say flax — is 
produced on the farm, the price of the produced linen is largely 
determined by grain prices, since only a few articles for his home 
must be brought from the city and paid for by the farmer in 
money. 

The place of deman^l is sufficiently emphasized, though not 
one-sidedly. If the consumption and demand increase, the price 
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rises, and further cultivation ‘‘intensive and exU?nsive'' (p. 180) 
is the result. “As soon as this happens, production and consump¬ 
tion are again brought into equilibrium.“ Considering long-time 
periods, consumption is related to income: with equal production 
the rise or fall of grain prices will depc^nd upon the increase or de¬ 
crease of the income which the consuming class of citizens enjoy. 

Finally the distinction between market price and average 
(mittel) j^rice is made. Market price rarely, if ever, coincides 
with the average price, but constantly fluctuates about it. It is 
observed that the Miitdpreis alone has Imkmi tlie ol)ject of the 
investigation, the long-time |K)int of view lx*ing taken. Kvi- 
dently the concept is similar to that of “natural value.” Smith's 
distinction betw(‘en value in use and value in exchange is also 
followed (pp. 24, 128, 129). 

Wages and Interest: Surplus. — Von Thiinen was seriously 
concerned over what wa call “the lalx>r prol)lem,” and to its 
solution he devotcnl a large part of his later study.* For over 
twenty years after th(* publication of his first volume in 1826, 
he centered his thought ufXHi the relation l>etween interest and 
wages, and particularly upon the relation between capital and 
the product of lalx>r. 

Putting the question. Are low wages “natural” or are they 
due to usurpation by capitalists? he an.swers. The latter. What, 
then, is the natural wage? That is, what ought wages to Ixj? 
Here, he says, the economists do not h(*lp us to an answer. They 
merely state a truism: wages are determined by demand and 
supply, and are what they are. This d(x\s not satisfy one who, 
like von I'huiu^n, sees in wages the means of livelihood for men 
and women rather than a mere price set by competition ujxin 
the commodity, labor.* He says that Smith had done well for his 
time, but that, in view of the discontent and danger of class 
conflict which had since arisen, economists must go further. 

' Sec II Theil, 1 Abthoiliing, 1 Abschnitt. Ho was well acquainted with 
Malthus* work on population. 

’ ThOnen states that these ideas came to him in 1826 after reading in Say and 
Ricardo, and were written then, but not published, because they seemed too 
radical at that time. 
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Von Thlinen, accordingly, socks to got at the bottom of the 
problem by first simplifying it. Ho goes to the margin of culti\'a- 
tion, thus eliminating rent. Ho assumes a tabula rasa. H(' then 
reduces capital productivity to labor productivity. In so doing, 
he implies that capital is storod-up labor, his procedure b(*ing to 
divide laborers into two classes, (1) the capital-producing and 

(2) the mere subsistence-producing. He then proceeds to 
determine wages (and interest) for the first class, on th(' assum|> 
tion that competition will give the same wage as to tlu' latter 
class. 

It is to be noted in advance that von Thiinen had the idc'a 
that successive units of labor and capital yiedd less than pro¬ 
portionate returns, and that consequently there arci surpluses 
above the returns on the last units, in which surplus(\s lalK)r 
should share. The evil of low wages lies in the fact that capital 
retains more than its share. It is necessary, th(‘n, to ask: what 
is the natural interest rate, and can the existing rate b(' (*n- 
croached upon? 

Now with this idea in mind, and reasoning und(T the above 
assumptions, von Thiinen seeks in four ways to analyz(i the 
relation between wages and interest, and to derive? a law' for 
determining the natural or proper wage (and int(*rest): h(‘ con¬ 
siders (1) capital as produced by labor, or labor as producing 
capital; (2) labor as replaced by capital (i.e., substitution); 

(3) marginal productivity of capital; (4) inarginal productivity 
of labor. 

From the first point of view, he makes the interest on a 
given capital depend upon the amount of labor — or rather 
the amount of subsistence for labor — required for the pro¬ 
duction of that capital. The formula is: inten^st is to capital, 
as the (additional) income secured by the laborer as a result of 
his producing the capital is to the wages of the laborer. Accord¬ 
ing to this idea, "‘natural” wages (and interest) would vary with 
productivity. 

These conclusions must also apply to non-capital-producing 
laborers; otherwise they would take to producing capital. As 
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v'on Thunoii puts it, th(‘ (wcoss of wages over subsisteuiee' must, 
at int(*r(‘st, (‘(|ual th(i income secur(‘(l by capital-pnrlucing 
labonTsJ In a word, under von d'huneii's assumptions, the 
additional inconu* receaveul by capital-producing lalxjrers from 
th(* productivit}'' of their capital would be a determining factor 
in all wag(‘s. 

As to the* third and femrth points of vie^w, von Thiinesi's 
re*Jise)ning is basesl upe)n twe) advane'enl conce*pts: (1) a univer¬ 
salizes! law e)f diminishing re*turns; (2) a marginal proeluctivity 
analysis of elistribution. Briefly put, his ide*a e>n the‘ thirel point 
is that iis sue*ce‘ssiv(‘ units ejf capital are* aelelt‘el te> a given indus¬ 
try or hnde'i’taking, the re‘turn diminish(‘s in eiuantity anel net 
value; that is, additional e*apital incre*:ise*s the* produe*tivity of a 
nation's lal)e)r at a lowe*r rate* than e*arhe*r |K)rtions. Me)re' ele*f- 
inite*ly, sue'e'(*‘«'sive* units e)f e*apital aelele*el to a give*n ame>unt e>f 
labor e)!! marginal lanel r(‘sult in a de*<*r(*ji>ing prexluct pe'r unit 
(p. 101), anel the* re*turn Ufxm the* whole* suf)ply of e*apital, whe*n 
lent, is ele*termin(‘el by the* um* e)f the* hist bit e)f capital applie*.!.’ 
'rims, as alre*aely sugge‘ste*el, a surplus value* aris(*s in the U'^e eif 
the e*arlie*r units, 'fliis surplus abe)ve the marginal unit “nat¬ 
urally’' be*le)ngs te) labor. 

Freim the fe)urth |X)int eif vie»w, he* ce)nside‘rs wage*s a.s d(*ter- 
mine*d by the* marginal pre)due*tivity of labe)r. He* illustrate's by 
imagining aelditie>nal labor put upein a give*n pe)tato fi(*ld, and 
pr('s(*nts a table* inelie*ating ele*eTe*aseel re*turns. His ce)ne*lusie)u is 
that the* hist lalM)re*r e'lnplejyed re*e*e*iv(*s what he* adds, and that 
his wage* ele*te*rmin(*s the* rate fe>r all labore‘rs of eepial skill and 
capacity.® From this |X)int of view, there^ is also a surplus* 
“ICven if the last-added labe^rers do ne)t produe*e me)re than 
enough to cover their wag(*s, yet the pr(*e*eding laborers affonl a 
very ce)nsiderable surplus te) the* undertakers, which gives them 
the m(‘ans of paying a higher wage/' ^ 

On all four bjis(*s, von 'rhunen pre)fes.ses to reae*h the same 
conclusion, namely, that the “natural wage" is indie*at(Hl by the 


* Dir laolirtr Stunt, ad cd.. pp. 150 f. 
» IhuL, pp. 00. loa. 


»Sco ihvt., pp. lOe), ITS. ISO. 
* I hut., p. ls7. 
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formula VAP, in which A equals the value of the product of 
labor and capital, and P equals the subsistence of the laborer 
and family.^ 

The general idea is clear. A surplus arises on the earlier 
units of an investment of successive increments of labor and 
capital. Subsistence must be considered as a minimum; but 
labor ought to have more than a bare subsistence, and ought to 
share in progress. How, then, shall this surplus be shared? 
Give labor a share which will vary as the square root of the 
joint product of the two factors. This would remove the fatal 
clash of interests between labor and capital, and as long as a 
laborer got such a wage he would never be in need, — a fact of 
“decisive importance’* (p. 208). Needless to say, the above idea 
of margin and surplus anticipates ideas commonly assr)ciated 
with more recent developments in theory.^ 

In brief criticism, it must bo remarked, however, that the 
foregoing idea of a surplus well illustrates a vicious tendency 
of the so-called “dosing method” of reasoning in economies. 
In reality, no such distinction between the value product of 
one group of laborers and that of another, increased by the 
addition of more laborers, exists. There is no such separation 
between the two cg^ses as von Thiinen’s theory implies. One 
cannot logically assume that in the first case a group of men got 
certain wages, and then, when additional ones were employed 
and brought wages down, that the difference between the two 
wage rates would be left as a surplus in the hands of the em¬ 
ployer. Rather the difference ceases to exist as soon as the new 
arrangement is effected, and the “surplus” is merely an his¬ 
torical thing. In the larger group, the laborers do not produce 
as much on the average as they did. Simply, conditions as to the 
relative proportioas of land, labor, and capital have been altered, 

^ He appears to have arrived at this formula in 1830. 

2 Professor Clark himself says; “With Von Thunen’s work before us, no one 
else can claim as his own the application to labor and to capital of the principle of 
final valuation and the basing of valuation on productivity"; and goes on to in¬ 
dicate certain criticisms of von Thunen’s thought in regard to which alone recent 
marginal-productivity theory is an advance. {DUtribxdion of Wealth, p. 324, 
note.) 
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and, oth(‘r things being equal, the average IalK>n‘r Ls less pnxluc- 
tive. 

To his wag(‘s formula, von Thiinen attached an exaggerated 
significance, ('V(‘n expr(‘ssing a wish that it should l>e (Migraved 
upon his tombstone?, though his eorresfH)nd(?nc<‘ shows that in 
later years he felt the impossibility of applying it,‘ and for 
practical purposes he suggested the use of a sort of profit-shar¬ 
ing scheme. 

In fact, the formula has no exact validity. So varied is the 
part playesl by lal>or, n‘latively to capital, in diffensit industries 
or in difTerent .stagers of the same industry, that no such fe>rmula 
can e'xprevss the shares of the* total value presluct attributable* 
te) it in ge*ne‘ral. Here, at le*ast, this gn‘at e‘e*e)nomist fe*ll vietim 
to his al)strae*t m(*the)el and his elisposition to renluce (*cone)mic 
principle's te) mathe*matie*al fe>rmuhe. His formula would do 
under e?e'rtain limitations, as uneler an assumptie)n of the dom- 
inane'e' of e*e*e)n()mic me)tive*s, of frev lanel, t‘e|ual op|>e>rtunity, no 
capitalist class and little capital, anel e*(jual IalH)re*i‘s. liut as a 
scientific law explaining the causatiem e)r ge)vt'rniug the d(*te*r- 
mination e)f wivge*s, it has ne> geuieral validity. At most, it e*an be 
take'll to expre'ss the rather obvie)us truth that the* wiige* ought 
to lie .se)me'whe*re be*twe*en subsistence* and te)tal prexluct e)r, 
perhaps, the ho\yo that wage's may be alH)ve “subsiste'iicc.” 

One e?anne)t but be reminele'el e)f llicarele>\s difficultie*s in 
dealing with elifferent pre)|X)rtions e)f fixe'd and circulating 
capital in working e)ut his atte'inpt at a labor thenr}” of value. 
In any sue'h atte'inpt, the? pre)portie)ns e)f labe)r and capital 
must be kneiwn, which is but ane)the'r way of .stating that 
capital is more than stored-up lalx)r, as sue*h. There is another 
element of cost, e)r time, invoivi'd, \vhich make's the applicatiem 
of the labor-pain or labor-subsistence value solvent impo.ssible. 
In this Senior was wise*r than von Thiinen. 

But one must not forget the great truths which accompany 
ttie error. The emphasis of the humanitarian and ethical as¬ 
pects of the labor problem, while not primarily an economic 

^ Sohumachor, Bin Foncherlebcn, p. 239. 
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matter, is important for the application of theory. Von Thiinen 
did well, too, in calling attention to the producti\’ity asp(‘ct and 
in criticizing others for dealing only with subsistence and supply 
of labor. 

The breadth of his thought is illustrated by another criticMsm 
which he incidentally pa.sses upon the economists. Thc'sc*, ho 
says, had written as though land were the only productive 
factor to be economized. While it is true that the total supply of 
land is limited in a sense, yet there are places wIkto it is abun¬ 
dant and labor is scarce, as in North AnuTica. lOconomic th('ory 
should be broad enough to accommodatf' all n'lations. As al¬ 
ready implied, von Thiinen is the father of an idea of diminishing 
returns that is broad enough to be applied to all th(‘ factors. 

Tariff, and Miscellaneous. — Like Adam Smith, von Thiinen 
was on the whole a strong believcT in fn'C' trad(‘ as a g(Mi(*ral 
proposition. He believed that tariff restrictions r(‘(lu(‘(» th(‘ 
material wealth of both the strong manufacturing nation and 
the weaker producer of raw materials. This th(*or(*ni h(* deduced 
by as.suming his Isolated stat(' to be divid(*d into two, following 
with an application of his deductions to th(' actualities. Such 
would be the gist of his idea as drawn from the first volume. 

Later, however, his thought appears to have imdcTgoiK' .sonu' 
modification, for in the .second part of the .second volume* his 
conclu.sion is not so simple,' though not changed as to gc‘n(*ral 
tendency. It may be conjectured as a strong probability that an 
acquaintance with Li.st\s writings was the occasion for this 
development. Von Thiinen contrasts national and cosmopolitan 
points of view: the one considers relative str(*ngth, the ()th(*r 
absolute; the one .seeks the strength of the nation, the oth(*r the 
material well-being of the people. Und(*r existing conditions, 
the former point of view may be a nece.ssity. He inclines to hold 
that free trade cannot be preached as an ab.solute gcKxl. And, 
as he says: '^So Adam Smith in defending free trade generally 
held the co.smopolitan standpoint; but there are places in his 
work which take a national standpoint, and consequently both 

^ See II, ii, 4, 4 (pp. 83 ff.). 
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oppoiHMits and f()Il()\v(‘rs ran find Mipport for their views/^ ^ 
Von 1duin(‘iVs reasoning diffen^d somewhat from Li.^t^s in that 
ho eonsid(‘n‘d both agrienltun‘ and manijfaetur(‘s, though 
ehiefiy th(* fornuM'; while List's argiinuait proee(*d(‘d larg(*ly on 

th(' basis of manufaetur(‘s.2 

The* risMimption that (‘aeh individual knows his own int(*r- 
(*st, and a(*ts aeeordingly, is speeifu^ally mack*; and, moreover, 
‘<om(‘ (*vid(‘nee of a tendeney to b(‘li(‘V'e optimistically in an 
iconomie harmony app(‘ars, for h(‘ siivs; ‘‘As from tlu‘ interac¬ 
tion of all, <‘aeh striving for his own rightly und(*rstood ad¬ 
vantage*, th(‘ law according to which tin' community act<, 
ari^*'^, M> on the* other liand must the* advantage* of the* individ¬ 
ual be* e*om[)riscd in the* obse‘rvane*e‘ of these laws." 

More*o\'er, the*r(* is appare*nt a te*nele*n(‘v te) re‘gard the* laws 
of socie'ty as be'ing the* outceane* e)f a divine plan, fe>r “man 
i> the* te)ol in the* hanel of a highe*r i)ower ” unce)nse*iously we)rking 
out His great (*nels. 

Conclusion. ddie ce)nclusion is, in brief, that J. H. von 
'rhiine*n produce‘d a mast(*rly pie*(‘e of de*due*tive‘ ('economic 
thought, b;i.M*d in |)art upe)n e*are*ful stati*'tie*al inve'^tigation; 
and inele'p(*nde‘ntly ele*v(*lop(*el the* law e)f r(*nt in an aelmirably 
e lear fashie>n. He* wjus the* first e*e*one)mist te) tre*at cle*arly and 
sy‘'t(*matie*;illy e)f the* influe*ne*e» e)f distane*e* fre)m the* marke*t 
eipe)n the* e*ce)ne)mie*s e)f agrie*ulture*. His me*thoel e)f appre)aching 
(he* price*-ele*te*rminatie)n pre)b!e*m plainly sugge*sts the* Austrian 
Se'hool’s proc(*dure*; and (he* marginal pre>elue*tivity id(*a is cl(*arly 
put, the)ugh it is ce)rre*e*tly ce)nne*cted with ce)st.'^ Probably 
his e*hie*f e*laim te) gre'atne*ss as an (*e»e)nomist lii*s in his d(*velo|>- 
me*n( e)f the* marginal analysis in determining wage's anel interest, 
anel his ace'ompanying (‘xpe'riments with the method of “imputa- 
tie)!)." 

* //>///., |). 85 . 

^This poiiU in put soniewhut too 9tronKly l>y Buohlor, Von ThUnen, 

^ 1st e<i., p. 25a. 




III. OPPONENTS AND LEADING CRITICS 

A majority of the preceding economists who have been classed 
as Smith\s followers, now and then took occasion to criticize 
their master as well as each other. On certain points Malthas 
criticizes Ricardo, and Ricardo assails the logic of Malthas, while 
both find imix?rfectioiLs in the Wealth of Nations, Sach men, too, 
as Semior and von Thiinen were indej)endent to a considerable 
degree, and did not fail to ])oint oat weak spots in the Classical 
economics. W(» have noted that several proiX)sed revisions, and 
som(' ev(‘n added new doctrines which sarvdvcd and Ix^came 
part of the Classical scheme. Yet they all wrote within the 
framework of its doctrines as laid down by Smith and Ricardo, 
on the whole accepting the tyi)ical theories of prodaction, valae 
and distribation, and free trade. Whether tending toward 
pe.ssimism or optimism, believing in this particalar modification 
or that, the foregoing <*conomLsts have Ix'en, for the most part, 
at i)ottom in accord with the doctrines of the English Classical 
School. 

It Ls no simple matter to classify those who, on the other hand, 
opposed the Classical economics, or who criticized it in so funda¬ 
mental a rnamuT as to make it illogical to range them among the 
followers. By no nnuins all of the critics are tt) 1 h^ discussed; but 
only those whose criticisms s('em the nn)st fundamental, and 
whose influence Inis also Ixvn consiilerable. These have been 
divided into thrcH? groups; (1) those whose thought was based 
upon a philosophy which was opix)sed to the underlying system 
of the (Classicists, (2) those who are most notable for their 
criticisms of the method of reasoning pursued or of the scope given 
tlu^ science, and (3) those whose chief criticism concerns the 
logic of the economic theories, regardless of philosophy or 
method. In other words, there were some who directed their 
assault upon its fundamental assumptions, opposing its under- 
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lying philosophy and its ethical basis. OtluM's c(Mit(M('(l tluar 
attention upon the breadth of the ground covcaed or tli(‘ nu'thod 
pursued by the Classicists, criticizing their d(‘finiti()ns and logical 
process^. Still others cared relatively little about ])hilosophy or 
method in themselves, but attacked the conclusions r(‘ach(»d as 
being illogical. 

Of course, the groupings proposed under such a classification 
cannot be all-inclusive and exclusive, and, ihmhIU'ss to .say, some' 
critics opposed Smith and his follo\v(M*s on all three grounds. 
Just as philosophy and method are r(‘lat(‘d, so tlu' thinkfas who 
criticize the logical method of th(‘ ohk'r ('conoinists an* apt aNo 
to be at ^variance with them in underlying philosophy. Man}'' 
criticisms of the logic of the dassical tlH‘ori(\s were made* by 
economists placed under one of th(‘ first two luaids. N<‘V(‘rth(‘- 
less it seems desirable to distinguish th('s(* groups, (anphasizing 
the main characteristics. It is generally ]M:)ssil)le to say that tliis 
or that opponent or critic directcal his attiaition chi(‘fly to oiu* 
or the other of these three })ha.ses of thought, (haierally oni* of 
the above points of attack is hit the hardest. .\t the* haist, this 
procedure will lead to a cleana- understanding of th(‘ w(‘akness(‘s 
of the Classical economies and to a l)etter appn‘ciation of the 
several groups of opponents. 



1. TIIK PIIILOSOPIIKWL AND ETHICAL SYSTEM 

OiK' of tli(* (‘iirliost and most frof|u<'nt grounds of criticism has 
l)(H*ii the j^cricral imdcrlymj^ philosophy of th(! <*coiiomi(*s of 
Smith and his follo\V(‘rs. 'Diis philosopliy t<‘nd(‘d toward mat<Ti- 
alism, individualism, and utilitarianism of a lH*donistic sort. It 
tended to leav<‘ ethical factors out of consideration, and to shun 
ethical nsponsihihty; to make .M‘lf-niten‘st its sole* basis and to 
recognize* litth* or no ji^ood in ^^overnment interfer(*nce with in¬ 
dustry; to assume that humanity c()nsists of “(‘conomic* inen’^ 
w ho determine cours(‘s of action by balancing ph*asures against 
pains in order to asccTtain maximum net utility. It hail the idea 
of an unlimited jio.ssibihty of expansion n wants, and of an in- 
d(‘finitesum of .satisfactions. Furthermore*, there was a tiauh'iicy 
to n*j?ard me*n as Iwin^ eepial liy natun*, and con.se(|uently the 
id(*a of cosinofiolitanisin came* (‘asily. M«*n b(‘in^ naturally 
pretty much eMjual, actual (hiTen‘nc<‘s wi^n* conside*n‘d to be* due* 
te) e*n\ ironme*nt - chie'fly the* mate*rial environnu*nt: this was a 
part e)f the* mate‘ria!istic te*nele*ne*y. 

Of coui>e*, all the* folle)we»rs e)f Aelam Smith did not show all 
thi*.se* te*nde*ne*ie*s. 'rhe*y varit*d in the* numbe*r of the* teiulencu‘s 
(*\hibite*el, and the* de*^re*i* in whie*h the'V we*re empliasizi‘d. d'ake*n 
to^e*the*r, how'e*Ve*r, the*S(* te*nele»ne*ie*s form a e*lewe‘ly c*onne*cte*il 
^;roup: and the* fe)re*j;e)in^ paraj^raphs, ie)^e*the*r with the* .se*e*tie)ns 
e)n philei.sophy anel me*thoel in the* pre*e*(*eiin>^ e*hapt(*i's, will ^ive a 
sulfie-ie*ntly cle*ar iele*a of that which the* feilleiwin^ thinkers at- 
tacke*el. 
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a. Individiuilistic Critics 


The relation of the individual to the state has from the be¬ 
ginning been a chi(‘f point of dispute in economic thought. 
The social philosophy of the Physiocrats and Adam Smith, 
on the whole, was founded on individualism and led to laissei 
/(lire. It wfis biused upon the assumption that the economic 
iiit(‘r(\sts of individuals and nations are materially the same. 
()n(‘ of the earliest attacks uj>on their system centered upon 
this idea. 

It is interesting, however, to obsi'rve that several different 
points of view were taken by those' who opjx)seHl that philos¬ 
ophy, some n'jeeting it in part, others in its entirc'ty. Thus the 
leiust radical grouj) accepted the individualism, but sought to 
make it more humanitarian by limiting laus.ser fairCy lx*ing as a 
rule' l(\ss optimistic, or careless, than the Classicists proper. 
There was, tlu'ii, an individualistic criticism. 

Oth(»rs rejc'cted individualism, and while they did not go so 
far as to advocate a socialization of proix'rty, they emphiusized 
th(' nation as an economic unit, favoring more or less govern¬ 
ment interference with individual initiative in industry for 
national <'nds. These wen* nationalists in their criticism. They 
opposed that part of the individualistic tendency which leads 
to cosino|K)litanism, regarding men lus world citizens. 

Finally, tlu? Socialists must lx* notcnl among the op|X)nents 
and critics, along with the individualists and nationalists. They 
have IxHui the most radical of all, though the prevalence of mis¬ 
interpretation and inconsistency sometimes makes Socialism 
seem quite in harmony with certain i)oints in the philosophy 
and doctrine of the economists. Socialism, however, is the 
antithesis of individualism, and it must logically ever tend 
toward idealism in philosophy; while thoroughgoing Socialists 
have always opposed the most fundamental postulates of 
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economics as developed from the doctrines of Smith and 
Ricardo. 

First, then, let us consider those critics who on tlu* whole 
accepted, at least tacitly, an individualistic basis for economk 
thought. 



('IIAFrKR XIX 


LAUDERDALE AND RAE AS INDIVIDUALISTIC 
CRITICS: SOCIAL AND INDIVIDUAL WEALTH 

Lauderdale. - Marly in the nineteenth century, two shrewd 
and (M*(*(*ntri(‘ Scotchincn wrote books in which they opposed 
Snuth\s <‘eoiioinie system in a fundaimaitai way. While* aee<‘pt- 
his individualistic point <jf vieav, they t<K>k the* WtaUli oj 
Xdtmns to task on the ji^round that it confus<*d public and 
private* W(‘alth. 

d'he* fii-st ')f the.NC was Lorel Laude‘rdale‘ (1759 1S.S0), whe) in 
ISOt pu})li>h(‘el his Iftf/uin/ into the Xatu/r ntnl Origin of Public 
Wealth anti into the Xature and Caui<4s of lU Incna^ie. Fnaie-h 
and (h*rman translations eif this weirk appe*are‘el in 1S08, and an 
cnlar^(‘d ^]n^^lish (*dition in 1H19. Its hiain |)e)ints e*e)ne*e»rn valuer 
\\e‘alth, and ca|)ital, in tre^atinj^ all e>f wliich the authe)r showe*!! 
much e)ri^inality, and had a ve*r>^ eaaisiderable* e^tTert. More* will 
he said e)f his ide*as on value; and capital in e)the*r chapters. 

At the* ve*ry out>e*t, he* e*inj)hasize*s the* inijKirtanea* of de‘fining 
terms anel analyzinjj; the*ir me*aninp; anel he* partie-ularly .stress(‘s 
the* elistine'tion be*tw(‘e*n ^S\(*altir' and “rie*he*s.^^ The latter 
t(‘rm he* us(*s to ele'si^nate* private we*alth. 1'he* forme*r consists of 
“all that man de*sire*s, as use*ful eir de*lif]chtful to him’’ (p. 56). 

d'he*n, in his e’hapte*r on puldic wealth and private riches 
(pp. Tiff.), Lauderelale* begins by stating that all prt'vious 
\Mite*rs hael maele the* mistake of confusing individual and na¬ 
tional wealth, and hael a(*e*ordinKly made national wealth i*<pial 
the* sum e)f indivielual rie‘h(*s. With such an id<*a, the*s(' writers 
had naturally r(*ase)ne*d that the pre^per way to incr(*as(* national 
we'alth is by means of “parsimony” (siivinji;); for that is the 
means by which inelividuals bt'e’emie rich. 

But here Lauderdale* points to the fact that the riches of the 
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individual depend in part upon the scarcity of tlu' things sa\'(*d, 
or, as we would say, an individuars wealth is the (*xchang(» value 
of his property. And he asks, dot's not coininoii sens(‘ revolt 
against the idea of increasing wealth by making things scarce'? 
“For example,'' he says, “let us suppose a country posse'ssing 
abundance of the necessaries and convenience's e)f life', anel uni¬ 
versally accommodated with the pure\st stre'ams e)f wate'r: what 
opinion would be entertained e^f the unelei*staneling e)f a man, 
who, as the means of increasing the we'alth e)f sue'h a e'ountry, 
should propose to create a scarcity of water, the' abiinelane'e' e)f 
which was deservedly considere'd as one' of the' gre'ate'st ble'ssings 
incident to the community? It is ce'rtain, he)we've‘r, that sue*h a 
projection would, by this means, succe'e'el in incre'asing the* mass 
of individual riches; for to the wate'r, which woulel still n'tain thr* 
quality of being useful and desirable, he would aelel the' e’ire*um- 
stance of existing in scarcity, . . . anel thus the* inelivielual 
riches of the country would be incre'asc'el in a sum e*e|ual to the* 
value of the fee-simple of all the w’ell^’' (pp. 44-45). Or, in the' 
case of food, to increase the supply woulel ae't vice irr.sd. Or, 
again, W’ould the declaration of a war which ele'cre'ase'el the* e*apital 
value of the national debt, rents, and other ine‘e)me‘s, anel se) re*- 
duced private riches, decrease the lands, or w’ate*rs, or any e)f the 
wealth of the nation? Surely ne>t. 

He concludes that it is very important to obse'n^' that in 
proportion as the riches of individuals are? incre'ase'el by an aug¬ 
mentation of the value of any eMunmodity, the' we'alth e)f the' 
nation is generally diminished (p. 50). This stre)ngly sugge'sts 
opposition between public and private inte'H'sts. lnde*e'(l, hv 
remarks: “ . . . nothing but the impossibility of gene*ral com¬ 
bination protects the public wealth against the) rapacity of 
private avarice" (p. 54). 

In following chapters, Lauderdale treats of the source of 
wealth and the means of augmenting it, criticizing Smith vigor¬ 
ously on such points as non-productive labor, division of labor, 
and the function of capital. He concludes that we'alth can be' 
increased only by the means which produced it, namely, pro- 
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(hirtioii l)y land, labor, and capital; parsimony,* or the “baneful 
passion of accumulation,’^ cannot avail. 

'rhis doctriiK' finds ('xpn\ssion in the extreme conclusion that 
tli(' b(\st way to incn‘ase put>lic wealth is to make great expc‘ndi- 
tun‘s, while tlu* (iuick(‘st way to diminish it is to accumulate a 
^inking fund. 

In his discussion of “accumulation” and consumption, he 
may lx* diiblx'd the* fath(*r of the id(*a - of overi)ro<luction based 
upon unde'rcouMimption. 

Laud(*rdal<*\s (‘inphasis of consumption and d(*mand, and his 
slir(‘wd obs(*r\'ations on the* <*fTects of varying distribution of 
w(*alth, an* r(*markabl(*. Ih* was far in advance of his contempo- 
rari(‘s in tlx'se matt<*rs. 

It is to lx* n()t(‘d, t(x), that his treatmc*nt of capital anticipates 
tlx* latc*r d(*V(*l()pmcnt of (*con()mic thought, since lx? regards it 
as a factor c(X)r(hnat(* with land and labor, which contributes to 
|)r(xluction by saving labor or l)y enabling man to do things 
beyond the r(‘ach of p(»rsonal (*X(‘rtion. This is in advance of 
Smith’s conc(*ption, but tlx* thought is warixal by Laud(*rdale’s 
emphasis of ovei'saving and tlx* fanci(*d evil of having a nation 
()V(*re(iuippcd with cajiital goods. 

Tlx' breadth of Laudi*rdale’s n*ading is notable, as he cites 
Xenophon, I/<x*k(*, Petty, Vauban, (Iregorv King, Harris, Hume, 
“tlx* works of all tlx* liconomists’’ (Physiocrats), William Pul- 
t(‘ix\v, H<K)k(*, Smith, Malthus, and <»tlx*rs. 

To Americans, at least, it is of int(*r(*.st to note that an early 
(‘conomist of the Uniti*d States, l)ani(*l Raymond (1820), refers 
to Lauderdale^, and virtually follows him in contrasting social 
with individual wealth,*’ and the French economist, Ganilh, who 
was influ('nc('d by LaudeTdale, in turn (‘xertcnl an influence u|K)n 
Raymond aixl oth(*r Amc'ricans. Indeed, the French translation 
had consid(*rabh' ('lT<*ct in the land of the Physiocrats. In Ger¬ 
many, oix‘ of the chief economists influenced by him was 

^ ConMidoml ti8 ii national policy, not world-wide. See p. 266. 

* Soe Ixdow. p. IVAF). 

* Cf. alxive, Pi). .'U7 f. 
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Hermann. One of the many writers of the early ninet('enth cen¬ 
tury who read and were influenced by LauderdaU^ was John 
Rae, concerning whom a word must be said next. 

John Rae. — The American writer, John Rae, furnishes 
another instance of early criticism of Smith’s economics which 
should not be forgotten. Rae was a Scotch immigrant, first to 
Canada and later to the United States. His book was piiblislK'd 
in 1834 at Boston, Massachusetts, and was ('ntitk'd, Stutcmefit 
of Some New Principles on the Subject of Political PJconomy^ Ex¬ 
posing the Fallacies of the System of Free Trade, and of Some 
Other Doctrines Maintained in the Wealth of Nations^ WJiilt* tla* 
title perhaps unduly emphasizes the mer(‘ly critical part of tin' 
work, it sufficiently suggests the reason for presciiiting a bri(‘f 
treatment of its author at this i)oint. 

The first book of the New Principles is headed, “Individual 
and National Interests are not Identical.” Ibu^ adopts Laud(‘r- 
dale’s general idea of a difference betwe(‘U public and individual 
interests, and develops a theory of governiiKuit int('rfer('nc(' in 
harmony with it. His idea differs from Lau(lerdal(*’s, howc'ver, 
in that he does not consider a difference in th(^ w(‘alth its(‘lf, 
but one in the causes giving rise to individual and national 
wealth.” His treatment is diffuse and la(*ks tlu' v(‘rve and 
acumen of Lauderdale’s thought; but it is his merit that h(i 
clearly shows how fundamental to Smith’s thouglit is th(^ notion 
of an identity between natioiud and individual W(*altli, and 
that he connects his analysis with pul)lic j)oli(iy. 

Rae states Smith’s case thus: “The axiom which he brings 
forward, that the capital of a society is the saniti with that of 
all the individuals who compo.se it, being granted, it follows 
that to increase the capitals of all the individuals in a society 
is to increa.se the general capital of the society. It scMmis, tluTe- 
fore, also to follow that as every man is b(\st judge of his own 
business and of the modes in which his own capital may be aug- 

^ Rae’s work has been rearranged and edited by Dr. C. W. Mixtor, and re¬ 
printed under the title, The, Sociolo{jical Theory of Capital. (Now York, UKIS.) 
This reprint contains a biographical sketch and notes by the editor. 
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inentod, so to pn^vcMit him from adopting these modes is to 
obstruct him in his efforts to increjtsci his own capital, and . . . 
to cluck tluj incr(‘as(* of . . . geiucal capital; and h(*nce, that, 
as all laws for tlu‘‘regulation of conmuTce are in fact meaiLS by 
which the legislator prevents individuals conducting their busi- 
lu'ss as tlu'y thems(dv(\s would deem lujst, tlu^y must oixirate 
prx'judicially on the iiicr(*iis(‘ of individual and so of general 
w(‘alth.” * Furth(‘rmor(‘, It<ae points out that it is assumed by 
Smith that as the capital of a single individual grows through 
saving and accumulation, so the national capital is increius(*d 
in tlu' same way. 

1'h(' whole schenu‘ rejects. In the first place, (*ven assum¬ 
ing that individual and social intiTCsts are the same, it is not 
tru(‘ that saving from n'vcauu* is tlu‘ sol(‘ nu‘ans that an individ¬ 
ual us(\s to increase capital. He must fii>t gain his revenues and 
thus tlu* amount lu* can save* de‘|M*iuls jiartly ein his taleait.s and 
e*apacitie*s. More'o\e*r, the* fae*t that an inelivielual by gambling 
and trie'ky bargaining may gain we*alth, shows that ♦;e*lf-inte*rest 
doe's not always le‘ad to ine’re*ase'el national we'alth.-^ 

Hut it is not true* that social and individual inteix'sts are 
ide'iitical, nor that tlu* e‘ause*s giving rise* to we*alth are; the? same* 
in the* t wei e*ase's. For, while* it is ge*ne*rally true* that an inelivielual 
can fiiiel e*mple)yme*nt, anel so eibtain an ine’eime* freiin which he 
e'aii .save, in the* e*ase‘ eif a natieiii the *‘mate*rials em which the 
natie)nal industry may Ik? e*mple)ye*el are* tei Ik* pre)vide*d, and 
e)fte*n are* e>r may 1h* wanting,^' ’ liulivieluals seem gene*rally to 
greiw rie*h by grasping a portiem e)f existing wealth; nations, by 
tlu* preieluction eif new w(*alth. “The two ])re)e*e'sse\s differ in 
this, that the eine is acquisition^ the e)the*r creation.^' * 

lliie then geie’s em te) argue that the* cicatiem eif we*alth di'- 
jK*nds upem invention, anel natiemal we'alth i*an be ine*re*aseHl 
eml^^ threuigh the aid of the inveuitive fae*iilty.^ Thus the jieiwer 
of inventieui plays a l(*ading part in his thenight. 


* Thv Soriolofjical Thtoryof Capital, Mixterexl., p. asO. ^ Ihid., p. 

»//m/..p.;U5. ^ I but., p. 3S6. 

* Ibid., p. 381. 
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In this connection, it may be remarked that Rae also criticizes 
Smithes treatment of division of labor, holding that it springs 
from invention rather than the reverse, and hence is ('ffi'ct 
rather than cause of increased productivity. And, of coursci, 
there is an element of truth in this, for in reality the two ar(i 
interrelated, each being now cause and now effect. 

In harmony with the foregoing ideas, line opposed a strong 
tendency of the Classical School by holding that th(‘re is no 
presumption against governmental interfenaice. From what 
has already been written, it is evident that he d('ni(\s th<‘ (‘xist- 
ence of any presumption in favor of laisser faire. But ('ls(*wh(*r(' 
he approaches the question in a diffcaxait way, cent(‘ring his 
criticism largely on the distinction between natural and artificial. 
He says that society is natural, j)roc(H'ding from tlu; oj)eration 
of natural forces, both subjective and objectiv(‘. But the stat(\s- 
man cannot be separated from society, nor can the actions 
generated by him be called unnatural. Th('r(*fore, the intia*- 
ference of the legislator is natural, and, Itae thinks, oftcMi Ixau*- 
ficial: legislation may promote intelligence and invcaition, and 
prevent dissipation of the community\s funds. 

Though criticism of method might more logically b(‘ r(‘S(‘rved 
for later discussion, Rae^s is so uniciue and so entwined with 
his criticism of the philosophy that it can hardly be passcxl o\'er 
without a word here. Smith\s method, Rae says, is not truly 
scientific, that is, inductive. There are two sorts of ])hilosophy, 
he explains: one is explanatory and systematic, tlui otlua* is 
inductive or scientific. The former seeks merely to cxi)lain 
phenomena, as docs Smith, fitting them into some machiiuay 
of “natural’^ assumptions. Furthermore, it generalizes from 
familiar and ill-defined notions, and the confusion in Smith’s 
use of the terms, value, wealth, stock, capital, self-interest, 
desire of bettering one’s condition, etc., is illustrative. ''rUe 
doubts and difficulties into which political economy has fallen 
since Smithes day are evidence of the weakness of his method. 
“If we, therefore, view his work as an attempt to (‘stablish a 
science of wealth, on the principle of the exixjrirnental or in- 
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(luctivn philosophy, it is oxposc'd to the ceiLsure of transgressing 
vwry rul(! of that pliilosophy.” 

.hist wliat inflii(»nc(‘ Iliie t^xerted is not clear.' John Stuart 
Mill was acipiainted with his book,^ and it may Ik‘ conjectured 
that soin(» of his modifications of tlu* Classical systian were the 
rc'sult. An Knglish economist, Hearn, who, as will seen, had 
some influenc(* on .J(*vons, also knew Iliie's work. In 1856 an 
Italian translation was made. 

Summary. - Hoth of the writers discussed in this chapter 
emplKisiz(‘d the distinction In'twcxMi social or national wealth 
and individual wc'alth, pointing to a lack of identity Ix^twc^en 
public and jirivati* interests, and suggc'sting thc^ advantage of 
consid('rabl(‘ governnnuit interf(‘renc<‘. Rae, however, chiefly 
(h'VfJops th(‘ idea of difT(T<uice in ihi) causes which increase the 
social and the individual wealth. 

Both criticize Smithes emphasis of saving or parsimony, 
Laud(‘rdale hitting it the harder of the two. (Both advocate 
spcMiding.) Laudi'rdale (*mphasiz(\s labor as the means of in- 
cH'asing wealth; Ra(‘, the skill, dextiu'ity, and direction of 
labor in creating w(‘alth. The latter mak(‘s inviaition the main 
factor. 

Both dwelt ui)on the total supply of capital iiL'^truments and 
th(‘ evils of a total ov(*rcapacity in these, failing to distinguish 
Ixitween (1) a geniual ovc'rsaving and (2) the misdirection of 
saving which may lead to overcapacity in particular industries. 

Und(Tlying their thought, both have the idea of a contrast 
b(‘tween utility and exchange value, though this is far more 
marked in Lauderdah'^s case. It is interesting to note a sim¬ 
ilarity with the Physiocrats at this point. Lauderdale, indeed, 
says that the Physiocrats were nearer the truth in their ideas 
on “wealthproduction than Smith; and Hat', in arguing that 

' S<H' Mixtcr’s bioKraphtral skolch in Thr SociologinU Throri/ of Capital, al)Ovo 
and the reference.s it eontninH. For Hiio’a antieipation of imixirtant pointa 
in the theory of capital and intereat. set' ihui 

* Mill tpiotes Uao with approval in dealiiiK with division of laUir and motives 
for Having under the head of pnxiitetion. Ho also mentions Hae in connection 
with taxation. 
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national wealth is inerejised only by creating new wealth, re¬ 
minds one strongly of the produit net. 

It is easy enough, when one takes this tack, — and (‘specially 
if ethical notions are mixed up with one’s idea of utility, — to 
conceive of general overproduction. One then proecM'ds to d('- 
fine production so as to make it consist in the cn'ation of goods 
which men *‘need” (not want), and in such (piantiti(‘s as are 
necessary, or “iKuu'ficial” to tlu'in. Th(‘ exist(‘ne(‘ of any (pian- 
tity in excess of this ideal is tc'rmed oveiprodiietion. Aec’ord- 
ingly, as already sugg(‘sted, Lauderdale laid a basis for tlu‘ 
ideas on overproduction for which two oth(‘r ('conoinists with 
Physiocratic leanings, Malthus and Sismondi, are w(*ll known, 
and W'hich crops out in more rec(Mit thought (‘one(‘rning bu^iiu'ss 
cycles, ‘‘welfare economics,” and “th(‘ ('(‘ononiy of abundancf*.” 

The notion that total saving may be (‘arrii'd too far, thus 
creating a general condition of und(‘rsp(‘nding or und(‘reon- 
sumption, and so causing apparent ovi'rproduetion, has b(*en 
one of the most persistent. To this day, it has b<*(‘n on(‘ of th(‘ 
chief grounds of ‘‘unorthodox” ('conoinie thought, sine(' it is 
fundamentally oi)posed to the price syst(‘in, or valu(‘ (‘conornics. 
Its early formulation by Lauderdale and Ra(‘, is, th(‘refor(', of 
more than passing interest. 

These thinkers did well in opposing th(‘ (‘\tn‘me vi(*ws of 
Adam Smith concerning the ben(‘fic(‘nt working of individual 
self-interest with reference to division of labor and saving. Hut 
they erred in plunging to the otlier extr(‘m(\ Th(‘y faih'd to 
comprehend the probhm of balancing eonsiimption and pro¬ 
duction, or cost and utility, and did not und(‘rstand tla* part 
that objective value or price may play in maintaining such a 
balance. They do not app<'ar to have* und(‘rstood that th(‘ 
problem of harmonizing “individual r:ch(‘s” and “])ublic 
wealth” can be solved, if at all, only by some “socialistic” 
scheme of coercion or by the price systcan; and that an (‘ss(‘ntial 
of the price system is a due regard for exchange value as the 
criterion of “wealth.” 



CHAPTER XX 


SISMONDI: THE EMPHASIS ON INCOME AND 
CONSUMPTION 

Among till' carlic'st to revolt from the pliilosophy and ethics 
of till' (’lassienl ei-onomists wus the French historian and \vrit<-r 
on economics, Sisinondi. This think(‘r well illustrates the diffi¬ 
culty of making a rigid threefold classification of opjMHients; 
for his criticism on tin* score of method is ail hut as imjiortant 
as his general revolt against the spirit of Smith’s system, while 
he also attempted several criticisms of jiarticular theories. Yet, 
after all, the notable thing about Sisinondi is his ethical spirit 
and his r(•bcllion against the uiid(‘rlying .system. lie desired 
consideralile state regulation for social reform, but inasmuch 
ius he did not advocate Socialism, he is to 1 h' cla.s.scd as a limited 
individualist. 

Life and Works.' -Joan Charles Leonard Simondo de 
Sisinondi was born in (leiKwa, Switzerland, in 1773, only tlins' 
yi'ars before the publication of the Wrnltli of Xalioiuf. His 
father, a I’rotestant ch'rgym.an who.se ancestors had fled from 
France upon the revocation of tlii' Edict of Nantes, had destined 
young Sisinondi for bu.sine.ss pursuits; but the boy was givim a 
classical education, and this, together with ('X|K*rience as a minor 
governmi'nt official, and travel through (Jerniany and Italy, 
developi'd his taste' and ability for historical and economic 
studies. He livi'd until 1842, and was the author of numerous 
works and article's in his e'he>.se'U fie'lel. 

Amemg his conte'mixirarie's were' the economists, Maltlius, 
Say, List, Ricardo, and Se'uieir. 

* iSoo Political Economy and the Philosophy of Government, a series of Essays 
Selected from the works of M. dc Stsmondi. hy M. Mignot (London, I SIT)’ 
Sitnondvdv Sismondiasan Economist, by Mno-Lan Tnan. 
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Thus Sismondi's life was east among stirring events and 
great thinkers. The PYench Revolution, the Napoleonic wars, 
and the consummation of the Industrial Revolution and the 
factory system, were witnessed by him, and their attendant 
evils were noted. 

A point which deserves comment here, is the divergence of 
effect produced in different minds by the French Revolution 
and related developments. The destruction of old institutions, 
and the change in ideas concerning government, were apparcMit 
to all. The individual, and his relation to the nation, took on a 
new significance. But the downfall of the ‘^>ld onh'r'^ brought 
opposite tendencies into play. (1) On the one hand, tin* Classi¬ 
cal economists welcomed the end of Mercantilist n^gimentation, 
and demanded a polic}' of laisser faire. They dwelt upon in¬ 
dividual “rights,^' and the motivation to production which in¬ 
dividual initiative supplies, holding that self-int(‘rest leads to 
sufficient cooperation among individuals. (2) On the oth(‘r hand, 
others soon came to demand the establishment of a new “order" 
to replace the old. They saw irreducible clash(\s of intcTest, 
and chaos, in laisser faire. Consequently, th(*v demanded, if 
not a return to old forms of government, something that would 
directly take the place of the old regim(‘ntation. Tlu^y saw tlu^ 
individual as a person needing protection. They (*mphjisiz(‘tl 
duties, rather than rights. Security, rathcT than motivation to 
produce, came first in their minds. Conscious social planning 
and coasiderable government interference, seem(»d necessary. 

Sismondi fell under the influence of the second of these oppos¬ 
ing tendencies. He did not dream of reverting to Medievalism, 
as we shall find certain “nationalists" doing; he did not go so 
far as to demand the abolition of private property and the 
price system, as his “Socialist" contemporaries did; but he de¬ 
sired social planning and security by positive state action to min¬ 
imize the uncertainties and instability of a competitive regime. 

Sismondi^s first economic writing was the Tableau de Vagri- 
culture Toscane (1801), followed in 1803 by his more important 
work, De la richesse commerciale ou priucipes de V^conomie pol> 
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liquet appliquis d la legislation du commerce. The* Kichesse comr 
merciale tn^ats of capital, price, and monofK)ly, closely following 
Adam Smith\s idc'as. If Sismondi had nev(*r written again upon 
political economy, he would hav(‘ gone down in hist<jr>' with a 
bare word to the effect that he was among the minor earlier fol¬ 
lowers of Smith. 

Then for a space of sixt(H‘n 3 ^ears important economic writing 
ceased. Hut history engagcnl his attention, and a close study 
of industrial phcMionuMia around him. He ol)S(^r\'(Hl the suflf(*ring 
and hardship which accompanu'd the close of th(‘ Xaj>ol('onic 
wars, and the extent and severity of the crises of ISlo, 1818- 
1819, and 1825. H(‘ stmlicHl Kngland, the land of industrial 

progn'ss and iM)litical economy, and there he .siiw the rich 
growing ricluT while tlu' poor gn‘W poorcT. H(‘ .saw r(‘Iative 
overproduction and un(‘niployim*nt; and h(^ nanarked, as he 
states in th(‘ pr(*fac(» of his next lM)ok, that th(» lalwmTs, having 
becoiiKi mere proh'tarians, cast off all rc'straint uiK)n th(‘ siz<* 
of their famili(*s. H(* saw danger, too, in tlu* exteiuhnl use of 
paper money and hank cnslit. 

The book last n’ferrcHl to was his chief mmomic work, the 
Nouveaux principcs (V(ranomic politique on dc la riche.^sc dans 
ses rapports avee la population (Nc'w Principles of Political 
Economy, or of Wealth in Its Relation to Population), which 
was published in 1819.* A .second etlition, con.sidenibly en¬ 
larged, appean'd in 1827. In this new work, SiMiiondi prestMits 
a remarkable change of front. While still adhering to .some of 
the main doctrines of Adam Smith and the Classical School, he 
draws radically different conclu.sions, and placets the emphasis 
upon new matters. For Smith and his work, he profe.sst's ad¬ 
miration, and would ev(»n acknowledge' his h'ade'rship; but he 
now .seeks to complete^ and make new applications of his master’s 
doctrines, and he sharply criticizes Say, Malthus, Ricardo, and 
i\PCulloch.2 

* It ro8ult4Kl from and was l)aaod u|H>n an article which he undertook to preparo 
for an encyclopedia. 

^ Nouv. prin., Vol. I, Preface, and pp. 50-61. Heferencos art' to the second edi¬ 
tion. 
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It is interesting to remember that Sismondi was familiar with 
Italian thought, and it is probable that he was infiiH^nced by 
the Italian economist, Ortes,^ who held similar views with regard 
to population and the distribution of wealth. 

In his last important economic work, fjtudes sur Veconomie 
'politique (1837-1838), his new ideas are naterated: tlu' econ¬ 
omists, he states, had been swept off thcar feet by the spirit of 
industrial progress. Ho, however, had seen the suffering of 
society in an age of “progress'^ too clearly to go with tlnan. 
Through observation and historical study, he had Ix'en 1 (h 1 to 
abandon their conclusion.^ 

His Economic Thought. — a. Fscope of Eronowic.^ and Erileria 
of Progress. — In his outl(K)k and purpose, Sismondi diff<‘r(*d 
from the Classical School. He was a reformer. I^thieal eonsid(T- 
ations played a large part in his thought; and to him economics 
was largely an art. Ho aimed to put economies upon a new basis: 
the economists had taught how to increase national wealth* 
he would teach how to increase national happiness, and to this 
end would point out the advantages of governm(*nt intervention 
to regulate the progress of wealth. 

Accordingly, his views concerning the scope e)f eeone)mies and 
the criteria of economic progress were at variance* with the 
dominant theories. To Sismondi, enje)yment or happine'ss is 
the sole end of accumulation, and in it lie's the true we'alth e)f 
the nation.^ And he criticizeis the current emphasis e)n prexluc- 
tion, calling the Classical economics chreniatistique (me)ne'y- 
making science).^ Coasumption, then, plays a large part 
in his system; the history of all wealth is the same, — it is des¬ 
tined to yield enjoyments through its destruction or con¬ 
sumption.^ 

As limiting consumption, income, he says, rather than capital, 
is the important thing. But, as in the “public fortune^' the 
capital of one is the income of another, the economists have been 

^ Economia nazionale (1774). ^ Cf. Aristotle’s thought, above, i)p. 6.3 f. 

* I^Jtudea, II, 211. ® Nouv. prin.^ Vol. I, pp. 58 (T. 

’ Nouv. prin., Vol. I, p. 51. 
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cnil)arrjiss(»(l in drcidin^ what is inroriK' and what capital, and 
hav<» th(»rcfor(? left r(*v(‘mi(‘ out of considcTatioii. ‘ 

N<‘ithor inat(‘rial w(*alth nor |)opulation is an absolute sipn of 
prospcTity; that depends on tlu* r(‘lation betw(»en the two. 
^4’opiilation is an advantage only when each man is sure of 
finding an hoiu'st living by labor.’* ^ 

“I hiivcM‘nd(*avon‘d/’ writes Si.smondi, to establish . . . that to 
allow wealtli to contribute to tlie well-lxiing of all, as l)eing th(‘ mj^ii 
of all th(‘ material (Mijoyments of man, it i> necessjiry tliat its increa>(* 
should conform to th(‘ incri'a^^e of j)opulation ami that it^ distri¬ 
bution tak(‘ place' among that population in a pro{)ortion that can 
!)(' (ii.sfurlx'd only with extreme' dange'r. I pro|)0‘^(* to nhow that it is 
necessary for the' well-being of all that income incn*a>e with capital, 
that population do not exce't'd a living income, and that prodm tion 
be proportioned eejually to capital which pro<lue(xi it and i>opulation 
which consumed it.” ^ 

I). His Scheme of Distribution. — According to theM‘ notions, 
Sisinondi \Nork(*d out a sch(*ni(‘ of distribution which cannot 
but n'lnind out' of (^ue'snay’s in its pretiuitiousiK'ss. As nearly as 
it can be n'ducc'd to (*\act stat<‘nn*nt, for his t(‘rmiin>logy is 
vague* and not fre'<* from inconsistency, that sche'ine* is as 
follows.* We bc'gin with the' annual notionol revenue^ thre>ugh 
which the* pe)pulatie)n is te) aeapiire* its e-euisumablt's. In this 
natiemal re'vcnue*, twe) parts may be* distinguishe*d: (1) profits on 
capital and land, which, themgh distinct, may be chissenl to- 
geitheT h(‘n*; anel (2) labor [xmer. 

Of the'se parts, the' forme'r, profits, is of the past. It is the re'- 
suit of tile* labor of the* im*vious war, in the hands of (*onsunu'rs. 
Lalxir peiwer, e>n tlie' e)th(*r hand, is future*, as it were, only Ik*- 
coming we*alth threiugh op|»rtuiuty and e*xchange. Lalxir 
ae*eiuire*s a new right e'ach ye'ar by ne'w labor; capital holds a 
tK*rmane*nt right base'el U|K)n cemtrol eif past labeir. On the whe>le, 

• Ihid., j). {), Preface. Note how ho eonfust's thouKht by troatiiiK “capital” aa 
'.•oiirdiiiato with “ income ” He stn'ina to have in mind “ priKluctioii” (or, pi*rhat>d 

‘saviiiK”) ii8()ppo.sed to “spomiiiig.” 

Vol. l.p.U. 

* Ibiti., Prefai’e, i)p. x-xi. 

^ I but., pp. 104 ff. 
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there is an opposition of interests between the classes receiving 
the two shares; yet a certain relation exists between these shares 
in that thej" have the same origin. 

This national revenue is destined to be exchanged for the 
annual national production (of the ensuing year), to which it 
should be equal. The annual production likewise consists of 
profits and labor power. 

The annual national production is, then, consunuHl annually, 
labor giving labor power in exchange (for its share), and capital 
giving of its revenue (or interest). The labor power, we an* told, 
becomes converted into capital, and is then reproduc(‘d as is 
other capital. By this annual consumption, involving tlu* ex¬ 
change of one year’s revenue for the production of the next, (‘ach 
maintains his consumption or replaces his capital. 

If, therefore, true economy be us(‘d, and things go pros¬ 
perously, the annual consumption will be exactly limited by the 
national revenue, and the total production will be consumed.* 
When this is not the case, it is obvious that tin* dt*sired (*quilil)- 
rium is disturbed, and that either ov(*rproduction or undcT- 
production must re.sult. Equilibrium inv(dv('s an (‘xchangc* of 
all that is called capital for labor, the fornuT appar(‘ntly be¬ 
coming the revenue of the labor class. Accordingly, if tin? 
‘‘rich” spend so much as to consume tlu'ir capital, tin* r(*V(*nue 
of the poor for the following year is encroach(*d ui;)on, and in 
this case, saving (not spending) is requin'd to maintain (*m- 
ployment and keeps wages up. On the, oth(*r hand, ov(»r.saving 
(underspending) would destroy the balance? betwe(*n annual pro¬ 
duction and consumption. Sismondi hardly consid(?rs the* alt(*r- 
native of underproduction, for he is bent upon overthrowing the? 
doctrines of the Classical political economy concerning the pro¬ 
ductivity of capital and division of labor. 

Though arguing thus concerning an equilibrium of production 
and consumption, Sismondi did not advocate an absolute stand¬ 
still or a perfiict circle; rather he thought of a spiral brought 
about by a very gradual increase in production. Even this 

1 Nouv. prin., Vol. I, p. 115. 
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would cause small losses by disturbing the profKT eciuilibrium; 
but th(*y might 1m* ofTs(*t by future lKUU*fits.^ A sericis of small 
losses coupled with iucn*iising capital and public fortune, — in 
this consists national (‘conomy. 

In this g(*n(‘ral comu*ction, Sismondi takes occtision to criticize 
‘^the economists.” They liad, he thought, confus(*d past rcivenue 
with future* n‘V(*nu(*, and omitt<‘d to treat of consumption.^ 
They had argu(*d for an incr(‘as<* in labor its lM*ing possible* anei 
de\sirable* as a first ste»p, which woulel me‘an an ine*re»it<e! in we*alth, 
in reve*nue*, anel in e*on.sumption, re‘sjMM*tive‘ly, consumption thus 
be*ing plaeMsl last. Hut, Sisme)neli urge*s, it is more n(*arly corre‘ct 
to say that an incre'itse* in the* ele'inanel fe)r labor must come* first: 
that is, incre*a.s(*el re*V(*nue and e*on.sumption must preM'enle the in- 
cre'iise in labor anel jireieluction. Acceirelingly, more* wage*s weiulel 
have to be* paiel, whereas wage's are fi.xe'el in advance*, i>e*ing lim¬ 
ited l)y pre*e*xisting revenue. 

c. Overproduction and Machinery. —Sismoneli\s whede* sche‘me 
of distributiein is unele'rlain by an ”unortheHle).\” lH‘lit*f as to the* 
pe)ssil)ility ejf ge*ne*ral ove*rpreMluction, which inilitate*el against 
the* suce*e*ss of his work. He* argue*s that if the annual proeluction 
were in exe‘e*ss of the* annual reve*nue, which se*e*me*el te) him ejuite 
pe)s.sible, e)verpre)eluction wenilel 1m* the re*sult. C'apital wenild 
then suffer le>ss, labeir woulel ge) une*m])le)ye*d, anel thus the 
ceiiLsumers’ gains threiugh lower i)rie*e*s woulel Im* but temporary.^ 

In reality, there se*em to have Ihvu two eliffere*nt notions of 
overpre)eluctie)n in Sisme)neli\s mind: e>ne e*one’erne*d “use value's” 
eir total utility; the e)the*r, e'xe'hange value's. It is neit unlikely 
that he was e*onfuse*el in ele*aling with the twe). His re'aseaiing 
upein the femner neition, whie’h te) him is the* fuiulanu'ntal one, 
Sismondi apiH'ars to have biusetl upon the ne'eel for “re'peve.” * 
He states that re'pexse, or ri'st, is a ‘‘natural” taste of man. It is 

* Nouv. jtrin., Vol. I, p. 121. 

* Ibid., Vul. 11. VI. 

^ Ibiti., V’ol. I, pp. iis-iia. 

* Seo ibid., Vol. II. ('hap. III. Ucpoao ia partly defintMl aa inrliKiinK t'haiiRc 
activity from wealth creation to enjoyment and to intellectual ami artiaUi 
clovclopfiient. 
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the reward of labor. Man accumulates only to consume, which 
implies repose. But under the dominant systi'in, laborers 
must work on, making a suiTerabundance of products, many of 
which are luxuries. Their efforts are thus separati'd from their 
reward. 

That a line drawn between necessities and luxuries, is also an 
essential ])art of Sismondi\s n^asoning here, is ch'ar; for it is only 
for lii.xiiries that man’s wants are imlimit(‘d, and it is in multi¬ 
plying goods beyond needs that ov(M‘produ(*tion lie's. In a word, 
if men would satisfy their needs only, iiu'luding the' n(‘('d of n'- 
pose, the unremitting labor of the day would not bi' n'eiuin'd. 
If the truth of his semi-<'thical idea of iK'ce'ssitie's and luxuru's 
be granted, as well as the statement that laborers are ove'r- 
worked, there is nothing inherently fallacious in the n'asoning 
so far. 

It is on the point of overproduction of exchange valiu's that 
Sismondi falls into positive error. Hen' his whoh' id('a is that an 
increased demand must precede increased production^ and hi.s 
criticism of the economists has already bi'('n n'h'rn'd to. He 
fails to see that, in the long run, production and revc'iiue an^ 
interdependent; that production is tlu^ source' of n'voniu'; that it 
indirectly create'S and directly limits “demand.” He* fails to 
see the significance of the fact that exchange' value's are re'lative, 
and that as a general proposition their total amount canne)t l)e 
affected by change's in the total pnjductie)ii eff all ce)mmeKlitie*s. 
Hence, he is led to uphold the po.ssibility e)f a universal glut e)r 
general overproduction. Indeed, he states that at the' time he 
wrote such a condition prevailed and had been in existence 
several years. ^ 

While he calls attention to important truths, Sismondi’s over¬ 
sights and fallacies on this point arc many. He fails to sec the 
difference rxjtween consumption and “demand,” or at least does 
not understand the significance of this difference; for he docs not, 

^ See the article on “Balance des consommations avec les productions” ap¬ 
pended to Tome II of the Nouv. prin., pp. 379 IT. Here is found an interesting 
criticism of an article by M'Culloch which admirably illustrates Sismondi’s 
UOPth^Ki 
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allow for th(» fact that consumcjrs must produce IxTore their 
wants can become ‘*eff(‘ctive/' He generalizes too hiistily from 
overproduction in particular industries. He illogically breaks 
into th(^ round of production and consumption, and assumes 
rev(‘nu(‘ and demand almost lus if they W(»nj soimdhing absolute, 
this b(*ing acc(‘nluated by his constant separation of the opera¬ 
tions of one y(‘ar from those of anoth<»r, thus artificially chopping 
industrial life* into sc*gin(*nts. He ignorf\s the decreiuse in costs 
which fn‘(iu(*ntly attends incrcjised production,* in this assuming 
a loss to capital and d(‘cn*ji.sed (‘inployrnent, whert'jis decrciise^d 
exp<'ns(\s of productiejii would |K*rmit (*cjual net earnings and 
incn*as(*d employment. He*, in his |H*ssimism, does not consider 
facts as to incn‘ased consumption or as to its greater vari(‘ty. 
And, finally, as a <*riticism of the Kicardian school, his arguments 
an* W(‘ak<*ne‘d by not making due allowance for their iussumi> 
tions - as to length of time*, mobility, and economie motive. 

Ihit hi^ truths an* not to lx* forgotten. He justly criticized the 
(‘conomists for r(*as()ning so abstractly as to overl<K)k the delay 
and friction often involvt'd in bringing supfdy and demand into 
(‘(juilibrium. To this el(*m(*nt of friction, Sismondi constantly 
points. And not only is the*rf' the* immediate* lack of equilibrium; 
it is incr(*ased, aiul its (*vils are height(*ned, by the fact that 
labor(*rs fn‘(iuently must r(*main at work though wages are 
low(*r<*d and hours increas(*d.^ The* force of habit, and the tech¬ 
nical ditliculties of traiLsferring fixed capital, are brought into 
clear ri*lief. 

Sismondi attaeked the prevailing idea that machiner^’^ is an 
unmix(*d good. H(*rc again, though he goi's too far, his criticism 
has its value*. His real point is that invention and the introduc¬ 
tion of machinery are an unmixed benefit only when precedexl 
by an increase in revemue and demand which would allow the 
employment (*ls(*wh(*re of the lalK)r which Is displaced; otherwise 
th(»re is sufTe'ring through lower w'ages and unemployment. All 

* K-k*. in diaciiiwion in iVow®. prin., I, pp. llH-lll). 

* Wliilo they. eourae, an* «)iK'n to rritirisni for not ktvping their assumptions 
July to the front, and not limiting their conclusions duly. 

* Nouv. prin., Vol. I, p. aSil; and Vul. II, pp. 379 ff. 
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of which, for a given time, is frequently too true. Sismondi, 
however, would have restricted the adoption of machinery; 
while the economists, when they did not treat the question in 
such an abstract and general manner as to sail above it, would 
have resorted to some system of relief pending new adjust¬ 
ments. 

d. Population, — As already indicated, Sismondi deemed the 
end of political economy to be the discovery of that proportion 
between population and wealth which would assure the higlu'st 
well-being. He gives much attention, therefore, to population.‘ 
His thesis on this subject is that, while sympathy or th(' affec¬ 
tions urge to marriage, egoism or calculation deter, and through 
the interplay of these forces population would naturally be 
regulated according to revenue.^ Laborers, he thinks, do not 
naturally marry unless they have employment and an assun'd 
income! But industrial instability makes foresight vain, and 
the introduction of machinery causes unem])loyment. T'he ('vil 
situation arises in which the births of a nation excc'ed its revt'- 
nues, and with overproduction, unequal property, and (exploita¬ 
tion by the rich, revenue is encroached upon and wages an' re¬ 
duced. One of the points that Sismondi particularly ni(*ntions 
in his preface is the gloomy idea that the natural limits to popu¬ 
lation are always respected by those who have, while they arc 
exceeded by those who have not. 

Sismondi believes Malthus to be quite mistaken in his id('as 
on the natural limits of population. The n'al limit, he holds, 
lies in revenue. Population is not limitc^d by the subsistence 
which land can produce, but is checked by inability to g('t work 
and wages before such a limit can be reached. In opposing the 
ideas of a geometric and an arithmetic progression, Malthus was 
contrasting a mere potentiality with an actuality. Nay, rather 
with less than the actuality, for the increase of plant and animal 
life is more rapid than that of man. And history is appeakid to 
for the purpose of showing that nomadic peoples have restrained 

^ Nouv, prin., Vol. II, book 7. 

* See ibid., Vol. II, pp. 253-255. 
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population while their land would have supported a much more 
nunuTous people. * 

e. Reforms Advocated .—Sismondi recognizes a conflict be¬ 
tween public and private interests, and so logically calls upon 
the state to int(‘rf(Te: first to adjust production to revenue or 
d(‘mand (population), and secondly to ai)ply certain particular 
remedies directly. Thus he urge.s the n?striction of inventions, 
and advocates .steps toward giving some proi)erty to labor. In 
agriculture, small pr()i)rietors are favored; in manufactures, 
more small-scale industry and increased responsibility on the 
piirt of th<» employer. 2 Such rc*spon.sibility, as for sickness, 
accident, old ag<‘, would give the laborer rights akin to those of 
property. In addition to all this, there are many vague apix^aLs 
to .stat(‘smen to try to .stay th(' struggle for increas<*d industrial 
production. Uiuler the head of more direct ai\d less general re¬ 
forms would fall his advocacy of r(‘gulation of hours, and of child 
labor; and of h'gislation giving laborers the right to combine.’ 
In the.se matters, Si.sm<)ndi\s importance as an early thinker in 
the field of social reform will Ik* recogiiized. 

f. Exploitation of Luhor, and Socialism .—Though he does 
not draw Socialistic conclusioius, SismondiV argument often 
runs like that of Marx himself, and his thought concerning the 
exploitation of labor undoubtedly infliuuiced Socialistic criticism. 
(JeiKTally, though not with entire consistency, he states that 
labor is the .source of w<‘alth. The “ricir’ can only obtain the 
products of otluTs’ labor through exchange. If they were to 
sp(‘nd their capital, they wouUl lH‘coine impoverished. But this 
is not nec(*.s.sary, for in the existing social order they make their 
prop(‘rty produce through the lal)or of others. In so many 
words, he says that capitalists exploit laborers, gaining not be¬ 
cause they produce a surplus above costs, but because they pay 

* Of rourso this fact is not necessarily in conflict with Malthas' theory, oven as 
it is stated by Sismondi, for it may lie sulisistenco which holds that population in 
check, whether Kaine<i by ionising or agriculture. In any case, the moral restraint 
idea is overlooked. For Malthus* reply, see his Pol. £con., 2d ed.. p. 306, note. 

* K.g., Nouv. prin., V'ol. II, p. 001. 

»E.g., ihiil., Vol. IL o. 461. 
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less'than cost.^ At one point, the word “spoliation’’ is list'd.'-^ 
Luxury is possible only where it is maintained with tlu' labor of 
others; unremitting toil, only where it secures a ban' subsist(*nc(*, 
— this is a corollary of his ideas on overproduction. 

Competition is criticized as leading to ()V(*rwork and to the 
employment of women. Government intervention is advocated. 
Yet Sismondi stops short of Socialism, and criticizes Owen and 
others. 

Method. — A marked characteristic of Sismondi was his 
concrete and historical method. Smith and Malthus, he praises 
for their study of history and facts; whih' he constantly criticizes 
Ricardo for his abstraction and hasty genc'ralization, and take s 
Say and McCulloch to task on the same ground. Indevd, Sis¬ 
mondi was as much an historian as an (economist. He was fully 
aware of the necessity for taking time and phu'e and history into 
consideration. His best work lies in his coiu'rc'te study of ('co- 
nomic phenomena, and when he takes to abstract analysis Ik* 
not infrequently falls into incoiLsistencies that confuse the* 
reader. 

Influence. — No evidence hixs been found that the German 
Historical School acknowledges a de*bt to Sismondi, ye*t it is 
probable that he was well known to the leaders e)f that schoe)l, - 
Roscher gives him favorable comme*nt in his Hititonj of Political 
Economy in Germany, — and some small degre*o of influe'iice* 
seems not unlikely. More receiitly, in America, the so-ciilled 
“institutional economists” profess to derive some aid and com¬ 
fort from his example. 

Aside from this, Sismondi’s influence was chiefly f(*lt by tin* 
Socialists. Indeed, he has sometimes be(*n wrongly clas.sed as 
one. Though his writing was thus effective along a liiu* which h(* 
would not himself have followed, he was almost univc'rsally 
rejected by economists. This was no doubt due to tlu* extr(*mely 
reactionary character of his thought. He called for gov(*rnment 
intervention in an age of laisser faire. H(» was a pessimist in a 
land where optimism reigned. He opposed the* v(*ry spirit of the 

1 Ibid., Vol. I, p. 92. 2 Htudea, I, 271-275. 
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dominant ('conomics in his criticasm of (hrvmaiistique^ comix'ti- 
tif)n, otc. And his notions coiHaTning ov<*rprodiu*tion and ma¬ 
chinery wen‘ not only larji;«‘ly erron(*ous, hut \v(‘ro iK*culiarly 
olT(*nsive to the “orthodox’^ English Classicist. 

J. S. Mill r(*ad SiMiiondi, and his more* humanitarian spirit 
and advocacy of government intervention, eveai passing over to 
Socialistic vie^ws in liis later y(‘ars, must have made him a sym- 
pathe‘tie* r(‘ader. Ihit to what e‘xte*nt he* drew ejii Sismemdi 
cannot l)e» stat<*d. Fix, J)roz (flconomie politique^ 1829), Vil- 
lemMive‘-Harge!nont pttlitiqnv direlienne^ 18*34), and 

Minghetti (Dvlla (mnttmia puhlicn^ 1859) might Ik^ chLs.<e‘d as 
follow<*rs; and Hurc't appe^ais te) have* lH‘e‘n a sole* disciple.^ 

Conclusion. In hrii f summary, it may Im* .said that Si.s- 
mondi stood for soe ial sec urity, and to that eaul adve>cateHl con- 
sid(*ral)l<* soe'ial control over e*e*one>mic life*. In this, ho was 
e)ppose*(l to “the price* syste*m,’* e)r e*xcliang(*-value* e*cone)mics. 
He* h<*lie*ved, howe*v<r, in an e*e|uilihrium e)f e‘ce>nomic ferces, and 
.sought to formulate* tlie* law th(*r(*e)f, tiuis se*tting up a claim te) 
a positieai as a scie*ntifie* ece>ne)mi.st. Fre)in the* .standpe)int e>f 
e*ce)ne)niic eloe'trine*, his chie*f e*haracte*ristie* is his atte*mpt to 
break tlie* e*ire’le* of e*e*e»noinic life by j)utting e’onsumption first, 
aiiel tre*ating it as an ab.solute*. Aerordingly, his thought is 
vitiate*el thre)ughe)ut by tlie doctrine of uiule*rce)n.sumptie)n, to 
which he* a.scribe*s e'ceinennic elise'ejuililiria and crise's. And accord¬ 
ingly, he*se)ught te)find the* reme'dy feir eM*e)nomic inaladju.stmeMits 
l)y ine*re*a,sing eM)iisumplie)n rvlntivtlq te) preHluctie)n, be)th by 
re'stricting pre)eluction anel by iue*r(*asing the re.s|H)n.sibilities of 
e*mple)yers anel laneiowne*rs fe)r the* annual in(*onu\s of “de|K'nd- 
e*nts.” He* wemld have fave)reHl a ce)iLsiderable n'di.stribution e)f 
W(*alth, but withemt any reveilutionary change in existing in- 
stitutieins. Nor did he*, in view e)f the mon(*tary ills of his day, 
advoe*ate inflation lus a m(»ans e)f giving the |>eK>r more revenue. 

Sismondi was an histeirian turned social reformer. His eco¬ 
nomics was biased upein an ethical ideal. 

* La minhc dm claHscn lahnrii usts i n An(^v(crre ct cn Fratic^, 1841 Soo Gide- 
itint, Hist, dcs doctrims vconotnunu's^ p. 228. 




b. Nationalistic Critics 

CHAPTER XXI 

MULLER, list, and CAREY: THE EARLY 
NATIONALISTS 

The Nationalists, tlui criticism of whosci thought comes 
next, comprise a group of j)olitico-oconomic writers of the early 
years of the nin<*teenth century, who attacked the individ¬ 
ualistic-cosmopolitan, fre(*-trade doctriiu^s of the Classicists, 
and advocat(*d policies d(*signed to build up the productive 
powers of nations, without direct regard for individual wealth. 
The Classicists looked at the nation through the eyes of the 
individual, and n'garded its wealth as the sum of individual 
w(»alths. T1 h» Nationalists saw individuals Jis dejxuident parts 
of the nation, and th(*ir wealths as both deixauient upon and 
subordinate to the power and well-lx»ing of the whole. 

The Nationalists and Their Background. — As the nineteenth 
century began, the difficulties of extreme individualism and 
laisser faire became apparent, not only in theory, but also in 
dealing with the practical problems of crise^s, unemplo>inent, 
poverty, monetary manipulation, and war. The underlying 
assumptions of (Massicism had led either to [X'ssimism, or to 
a futile and unreal o])timism. Accordingly, we find arising: 

(1) Lilx'ral social reformers, who would have merely revised 
existing institutions in accord with a moderated individualism; 

(2) Socialists, who would have established new institutions and 
greater ecpiality in distribution, and to that end would have 
abolished private property in large part; (3) Nationalists, who 
would have subordinated individuals to the state, which they 
regarded as the primary reality, for the purpose of organiz¬ 
ing permanent inequalities among individuals, and increasing 
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or coordinating the aggregate productive capacities of the 
whole. 

Nationalism was fostered by inecpiality among nations, and 
throve in industrially backward countries which sought to 
build up their strength, both military and economic. liul('('d, 
in some respects, it resembles jMercantilism. Nationalism, 
however, rests upon a more idealistic and purposive* conc(‘ption 
of the state as an organized whole. It is philosophically more 
sophisticated than jMercantilism. We hav(‘ comm(Mit<‘(l upon 
the recrudescence of Mercantilism which followc'd the* World 
War and the ensuing great depn'ssion, and it should be 
noted here that in a good many respects this j)ha.s(' might 
better be described as Nationalism.^^ Fascist, Nazi, and 
even ‘^New Deal” policies, all show signs of it. And just as 
early nineteenth-century German}^ had laa* Fichte, MulUa*, 
and List, so early twentieth-century Germany has her Otlunar 
Spann. 

None of the early Nationalists were Fuiglish. It is natural 
that this serious outbreak against th(‘ authority of Adam Smith 
should have taken place outside of Great Britain. Writt(‘n for 
his owm country and based upon th(‘ national lif(* of his time, 
it was to be expected that the Wealth of Nation.^ would answcT 
the needs of England bettcT and long(‘r than thos<» of oth(*r 
countries. It is natural, moreover, that what was perhaps tlui 
most thoroughgoing revolt against its t(*achings this side of 
Socialism, should have occurred in a land whose d(*\'(‘lopm(uit 
and manner of production differed (issentially from those.* of 
Smith's native country. 

Germany, accordingly, has been one among the great civi¬ 
lized nations to lead the rebellion against iMiglish political 
economy. Many German thinkers f(*lt that it did not nu'ct h(*r 
requirements, and from the earliest years of the nin(‘t('enth 
century her economists took a more nationalistic stand. Sar- 
torius (1806), Jakob (1809), Rau (1826-1832), and Hermann 
(1832) may be mentioned as to a considerable (ixt(‘nt r(‘cog- 
nizing national bounds in theory, and making some place for 
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tariffs. (10\n‘pt inp; H(*nnaiin, howovor, tlioso writors were os.scn- 
tially followers of Atlarn Smith, and nationalism wits not the 
lu‘art of their thought.) 

(harnany was not only l)aekwar(l in industrial dc'velopment, 
and ])nMlominantly agricultural, but ChTmans were divided 
into numerous jx'tty states whose clashing sovereigntii^s pre- 
v'<*nt(al (;oo|M*ration. 

Then, too, there d(?vf‘lop(‘d a charact<*ristic (iiTman idealistic 
philosophy - an *Sjl)j(‘ctive idiailisrn” which coibiidered mind 
as tlu* only reality. Imrnanu(‘l Kant attacked empiricism 
and rationalism, and maintaiiaal the ])owcr of “moral s<‘lf- 
d(*t(‘rinination.“ lie argmal that man\s intuitions of time, 
si)ac(', fiuantity, etc., come from the sjKmtancous action of 
th(‘ (‘go. 

Th(‘n .1. II. Tichte (1794) sought to supplement Kant^s 
thought l)y showing how such intuitions an* dcriv(‘d from pure 
consciousiH'ss, stri'ssing tlu* fn‘(‘dom of the* will and tin* moral 
aspects of human natun*. Ih* taught that individuals are not 
mere “atoin^," but an* organi(*ally int(*rn4ateMl parts of .society 
and thus have* no “natunil rights.^’ To mon* imictical effc*ct, 
in Dcr gcschlosscfie Ilnuflvl^'-Stivit (ISOO) Fichte h(‘ld that nations 
must b(* essentially ind(*p(*nd(‘nt, (*ach supplying its own ikhhIs 
in .M) far as possil)l(\ Fach nation should control its own eco¬ 
nomic lib', and assign to its .s(*veral “estat(‘s” or classes their 
respectiv<* fuiK’tions. Fon*ign traile scvined to him to be apt 
to up.s(‘t tlu‘ int(*rnal balan(’«\ 

Finally, then' was tlu* dev(*Iopnu*nt of Romanticism, first in 
art and literatim*, but then in social thought. This is significant 
as b(*ing a n'volt against mo.st of what the Fn'iich Revolution 
had stood for ~ the things that n*present(*d individualism and 
('conomic vahu's di*t(*rmin(*d by fn*e exchange. It was a n'ac- 
tion against “(4jus.sici.sniof all kinds! Both rules of art and 
“laws’^ of .soeijd scienc<*, were n'jected. Self-<'xprt\ssion was 
def(*nd(Hl; but, in view^ of the <*vils and suffering of this w'orld, 
the s(*lf s(*(*med to recpiire protection, so the Romanticists 
turned^ back toward Medievalism, and emphasized divine 
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power — the eternal. Hence they were mystics. Competition — 
individual struggle — under laisser faire seemed hopeless. 
Hence they were sceptics. 

With an industrial inferiority complex in their minds, and 
a yearning for a self-expression unfettered by obje'ctiv'o regalities 
or material limitations, these thinke^rs sought protection for the 
individual by making him part of a great national organism. 

Obviously there would be the)se in the young American 
nation, with its industrial inferiority, its eager urge to self- 
expression, and its characteristic strain of idealism, who would 
readily fall in with similar ideas. 

And, again, under somewhat similar conditions in the World 
War period, it is not surprising to find, one hundred yi'ars later, 
the same tendencies showing themselves both in Germany and 
the United States — the same rejection of “rugged individ¬ 
ualism^^ and of laws of economics which assume free competi¬ 
tion— the same doctrine that individual wealth is chiefly 
attributable to collective social processes — the same resort 
to a medieval-like regimentation and “allotment'^ of economic 
functions among classes and sections — the same “Nation¬ 
alism.^' 

While there is an inner unity of thought among all the 
Nationalists, w'e may distinguish two main groups: (1) The 
Romanticists, and philosophic Nationalists, of whom Miiller 
is the most important; and (2) the Protectionists, among whom 
List is outstanding. The former are more philosoiihieal, and 
more consistently idealistic. They are more given to the organ- 
ismic concept of society, and to ideals of stability and per¬ 
manence. The latter arc more apt to stress tariff policies and 
industrial development. They are usually driven to accept 
some degree of individualism. 

Adam Miiller.^ — The first to express this feeling of national¬ 
istic revolt so as to attract considerable attention, were the 
political economists called, in Germany, Romanticists, of whom 

^ For a sympathetic, even partisan, exposition of Muller’s ideas, together with 
bibliography, see O. Spann’s History of Economics^ ChaiJ. VHI. ^ 
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the heading ropresf'ntativc? wa« Adam HcMiirich Muller, and 
the two otlier most prominc^nt adhen^nts, Fri(*drieh G(‘iitz and 
Karl Ludwig von llallc'r.^ (Jentz translat(‘d Burke's Hejlectiom 
on the French Revolution, wliich work doul)tl(\ss liad its effect 
upon Mull(*r. Franz von Baader is also to he mentioned as one 
who, as Spann puts it, held ‘‘a genuin(*ly organic conception of 
economic life'," and ‘'rcfut('d the atomistic and individualist 
economics of Adam Smith." - 

Adam MliiliT was horn June 3, 1779, in Berlin. In 1799, he 
went to the Universit}' of (iottingem, where h(‘ studied law. 
L'pon his n^turn to B(U*lin, he rec(‘ived a gov(*rnm(‘nt appoint- 
iiKMit. Lat(‘r he h(‘ld various j)ositio!is in Austria in what we 
would call th(' tn'a.sury department. His d(‘ath occurred in 
1829. Whil(* in \'i(*iiiia, in ISOo, h(‘ h(‘cam(‘ a Roman (’athohe, 
on whicli account h(‘ has h(‘(‘n calk'd a notorious apostate*. Soon 
after this he* W(*nt to I)n‘sd(‘n and d(*liver(‘d k'cture's, which 
were puhlislu'd in that place* in ISOh, with the* title*, Vorlesungen 
nber die Deutfichv Wisscnscluift und LUemtur (Le*e*ture‘s e)n (icr- 
man Scie'ne*e* and Lite*rature*). A se*e*onel e*elition appe‘are*el in 
1807. In the\se le*e*tur(’s he aelvoe*at(‘el what is e*alk*ei the 
SMi’geVsvhe Homntdik — the* romantici.‘<m e)f Schle'ge*!. 

His writings are* eiften mystie*al, C'atheJic, and re'actionary. 
Inele*e*el, the*y re^pre*se*nt the* re*ae*tie)n which followed the French 
ReveJution and the Xa})e)le*onie* wars.^ 

* JustUH Mj).sc*r priMT(!i*<l these men \Nith similar iileiis. But his work waa not 
in criticism nf .Xdam Smitli. lie >\jis, however, o|)|M).se«i to the liln'ral, rationalise 
tic spirit which le<l tip to Smith’s work, lie w:v.s reactionary, fa\orinR mcHlicval 
institutions. See Uoscher. ef<.tr/i d. Satiotudokonmuxk in Ih utschUitul. 

^ Spann, e)., Ilistorif of Hnnunnics, p, 170. Ihiador wrote I’thtr dns dcrmalige 
MiffVt rh<ittni}i dtr nmujt n odtr ProUtaxrs d<n rtrfno{;oi InsUzenden 
Kldsmm dtr SdZiUnl, iSS.j 

® The most prominent are* - 

Von dtr Idrr dts StnatH, Drestleii, IsOO. 

Die Klemititf dtr Staatskunst (I'lie Klemeiits of Politics), Berlin, 1S09. 

JHe Thfonr dvr SUuilittuitiAhdtHnu (The .ManuKonient of State Finances), 
Vienna, 1H12. 

Vi rsuch I incr nvuvn Thvoriv dt s (itldta (.Vn Kasay on a Xew Theory of Money), 
Leipzig, IS 10. 

Von dir Notwemliaki it i init r tin oUnjischvn (iruiullagv dvr gemmten Staatswisst n- 
acluiftvn (On the Necessity of a Theological Fouiulation for ail the Political 
Scioncea), Leipzig, 1819. 
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A leading thought in Muller’s reaction against Adam Smith 
is the necessity of abandoning his cosmopolitanism and of found¬ 
ing a national political economy. Relieving in tlu' utility of a 
strong national feeling, he holds that opposition and eont(\st 
among different countries arc desirable. Prot(‘etion to home 
industry, and even prohibition of certain exports and imports, 
are defended on the ground that they stimulate' national f('(*ling 
and give national character to the wc'alth of a pc'ople.^ 

For the same reason, Muller advocate's the' use e)f pape*r 
money; the precious metals are too ce)sme)politan for him. And 
a further argument which he make'.s in fave)r of pape'r nione'y 
is that it furnishe's the means of avoiding national de‘i)ts, whie*h 
tend to divide people into two antage)nistic partie's, the).se' whe> 
possess wealth and those whe) lack it.- 

In his system, the state is vie'we'el in a ve'ry diffe're*nt light 
from that in which it has be^e'ii re'garde'd by any inoek'rn write'r 
considere?d thus far. To him ge>ve»rnine*nt, in itself, is a gooel anel 
not an evil. In opposition to the atomistie* inelivielualism of 
Adam Smith, he emphasize's the e)rganic characte'i* of the' state'. 
He even values war, because it brings into prominc'iie'e' the* ide'a 
of the state, and the nation as a whe)l('; thus the* we'lfare* e)f 
others becomes an obje'ct, anel inelivielual se*ltishne*ss e)e*e'upie*s 
a less prominent position than in tinu'h e>f |)e*ae‘e'. Rut, while? 
Mlillcr desire'd gre'at centralizatieni anel se)lielanty, he* diel ne)t 
wish to extinguish utte'rly indi\ ielual fre'e'elenn: the? inelivielual 
w^as not to be lost, but was to attain his be'st de?ve*lopme*nt as a 
closely-knit me'mber of the national e)rganism. 

It is, moreover, the state wdiich give's se*curity to pre)pe‘rty. 
It is impossible to guarantee that one'’s wealth shall be? inviejla- 
ble save through the state. Man canne)t be* the)Uglit of as e'x^sting 
in any tolerable situation outside ejf the* state*. It is te) the* state? 
that we must ascribe the cemtinuity of se^erie'ty anel of national 
economic life. Progre?ss and accumulation are thus possible. 

^ Miiller comes near to Mercantilist doctrines, an<! is rlassed by Kautz. as 
“Mercantilist-conservative." In this he differs from List. It would Ikj an error 
to class him as a Mercantilist, however. 

2 See Stephinger, Die Gcldlehre Adam Muller's, Stuttgart, I'JOa. 
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All this m(‘ant a difToroiit economic point of view. Take 
valiio tlu'ory, for cxainph*. Miillcr arrusos Smith of over- 
rmphasiziiiK oxchanj^c' valuo and tho individual point of view. 
All things, h(' said, have* a twofold usefulness: one for society; 
OIK' for lh(‘ individual. National power {Ndiionxilkmft)^ how- 
ev(*r, is the' fundamental thing, all individual values Inang 
gaiiK'd in and through this power, and existing subject to the 
(*lT(‘(*ts of worhl and national movenu*iits. 

“'riio problem of |)ennaiK‘nee is th(' most iinj)ortant of all 
politi(*al problems/^ On this account, Mu11(T values tlu' hered¬ 
itary nobility: it connects the past with the ])re<ent. Adam 
Mull(‘r was a warm partisan and adininT of the' Middh* Ages, 
and tong(‘d for a return to them. '^PIk* world, 1k' thought, had 
b(‘('n l(‘d astray by gold, Homan institutions, and th(' enjoy- 
iiK'iit of material luxuries. Ohange he hated. TIk* permanence 
of institutions was d(‘ar to him above' all things. He* the)Ught 
(ioel had e)relaine'el that agricultural labore*rs shoulel be* bound 
to the* soil. Fe'uelal burde*ns and in.stitutie)ns e)f all kinds, incluel- 
ing the* gilds anel ce)ri)orati()ns of the' Mieldle* Age*s, se*e‘meel ad¬ 
mirable* te) him as binding me n te)ge*the*r and making the*m fe*el 
the*ir unity. Sue*h arrange’me*nts we*re* be*tte*r fe)r t he* poore'r classes, 
sine*e* e)ur me)ele‘rn ineene'V syste*m hael math' slave's e>f the*m. 

Ke).sehe*r con>id(‘rs that erne* of Mulh'rV l)e*st characteristie's 
was the* e*arne*stne*.ss with whie*h he' fenight the te*nde*ne*y e)f 
me)de'rn pe)litical e‘ce)nomists te) eeveTvalue* t*('e)nomie* ge)ods and 
inate'rial e*nje)yme*nt. He* the)ught that tiu* farmer shoulel ne)t 
labe)r e,‘xclusive*ly fe)r the pre)me)tie)n e)f his own mate*rial wt'lfare, 
as Smith hael re*pre'S(*nte*d him as dt)ing: but, first of all, out of 
le)ve* te) (loel, e*ach man should ce)n.sid(*r himse'lf a ste'ward, achnin- 
iste*ring his affairs for Him who committed the stewardship 
unfo him. 

It was in ae'cord with this ge'iieral conception that Miiller 
elistinguislu'd a gristigea Kapital (spiritual capital), which 
earlier generalie)ns hand down to postc'rity in the shape of a 
nuuss of ('xp(*ri('nce's and idejis.* 

* Criticizotl by IIiTineinn, Stadimcirthschaftliche (^ntrrsuchungai, lat od., p. 54. 
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Although Muller accused Smith of absolutism in neglecting 
the differences of place, his own work is not entirely ex(»mpt 
from this error. He did not recognize development in time. 
He regarded the Middle Ages as repn'senting tlu' normal con¬ 
dition of economic life for all times. He did not i)('rc(4v(' that 
civilization had outgrown that period, but thought that his 
own time was simply an unhappy transitional state', and that 
the following generation would return to past institutions with 
a consciousness of their superiorit}".' Miilh'r may also be crit¬ 
icized for overlooking the part playe'd by individuals iind for 
recognizing them only as they work for tlu' state*.- 

While opposing Smith, Muller did not he'sitate* te> e'xpre‘ss 
his admiration fe^r him. He calk'd Aelam Smith “the ine‘e)m- 
parablc scholar and the greatest e)f pe)litie*e)-ee*onomie' write*rs 
of all times.'' ^ But Mlillcr held that Smith in writing his Wealth 
of Nati07iSj presupposed as a basis for his e'e'e)ne)mic system a 
condition of affairs and an historical gn)\vth such as hael take'u 
place in England. This is true. He're, as in many e>th(*r plae’e's, 
Muller corre^cted the on(?-side'dne'.ss e)f Smith. He diel this again 
in calling attention to the evil e'ffe'cts of a elivisie)n e)f labor, or, 
as he put it, “to the wicked tendency e)f the elivision e)f labor’' 
{(lie lasterhafte Tendenz der Arbeitstheilung). 

Friedrich List. — Friedrich List was born in Reutlingen, 
Wlirtembcrg, in 1789. He entered thi* civil s(*n’ic(' at an ('arly 
age, and by diligence and ability soon attained a V(*ry n'spec- 
table position. He heard lectures at the University of Tubingc'ii, 
and in 1818 w^as made professor of political sci('nce in that 
institution. He used his prof(*ssorship as a m(*ans of attacking 
the bureaucratic routine of the civil seiwiec^ in Wiirtc'inlx'rg, 
and at the same time advocated in iho [)r(‘ss thf) cause of consti¬ 
tutional monarchy. List opposed the union of the govf'rnment 
of Wlirtemberg with the reactionary ek'ments of tho parlia¬ 
ment, and was called to account by tlui governmc'nt for having 

* Cf. Knies, Die Politische Oekonomie vom Standpunkte der geachichtlichen 
Methode, § 23. 

* HUdebrand, Die Nationalokonomie der Gegenwart und Zukunft, I, Chap. II. 

* Cf. Roscher’s Geach. d. Nalionaldkonomik in Deutachland, § 163. 
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vvrittoii opposition arti<*I(‘s, whonaipon ho n'sigiied his profes¬ 
sorship in 1S19. II(‘ was th(‘n inaclo oounsol of the Gorman 
('omiiKToial and Industrial Union (IJciit.scher I!andeh-~ und 
(lewvrbvivrein), which Ik; had In^lpc^d to found. An object of 
this union was to al)olish duti(*s on goods j)assing from one 
OcTinan stat(‘ to anoth(*r, and to roplaco th(*m by duties at the 
frontier's of (hr'inany. 

At about this time it is probabl<‘ that List read and was 
influenc(‘d by Kerricr and Say, — e sjH'erally the former, 
whose* Du (jouvenunneut was publishe‘el in 1S02, — bejtli ejf 
whie*h Frerie'li write'is faveu'eel ])rote*ction. 

Re*uthnge*n se'iit him to ]>arliaine*nt as its rej)re'se'ntativo in 
1820. At the* tune*, he* rnaele* a spe‘e*e*h in He*utlinge‘ii, aelvejcating 
r(‘fornis \\hie*h \\e‘re* tlieri e*e)nsiele‘re*(l veTy radie-al. Amemg 
e)the*r things, he* \si<he‘(l to elo a\Nay with tolls e)n rejaels, tithe*s, 
the gre*ale*r part e)f the state* inelustrie‘s, f(‘\iehil burdens resting 
on lanel, anel e*xe*iM* elutK‘s; anel >e)ught to introduce publicity 
and trial by jury inte) the* jueheial administratie)n. He* also 
favore*el a elee*iel(*d re*elue*tie)n in the numbe*!* e)f civil .s(*rvico 
offie*e*rs, the* .sale* e)f publie* eleiinains, anel a single elirect inceime 
tax to nK*e*t the* e*xiH‘nse's e)f ge)vernnK*nt.^ d'his displease'd the 
[leiwers in authe>rity, anel a iM*titie)n which he* (lire*cte*d te) the 
(*state*s e)f the* re*alm, in whie*h he* pe)inte*el emt abuses in the 
adininistratie)n anel in the* e*e)urts, ine*t with still less favor. He 
was ex|H*lle*el freiin parliaine*nt, anel se*nte*nce*d te) ten months* 
imprise)nrne*nt. ''Fhe* ge)verninent e)f Wiirteinberg finally agrcHnl 
te) give him his lilx'ity e)n e*e)nelitie)n that he sheiuld leave the 
ce)untry. He* ce)n.s(*nteel to this, anel emigrated te) America. 

He be)ught a farm ne*ar Harrisburg in Pennsylvania, but 
later lM*came a sue*ce’ssful e*elitor anel a s|K'culator in coal mines 
and railways. In Rending, lie pul)lished the National Zeitung, 
and wreite* a numbe*r of artie’h's fe)r it on free trade, which, in 
1827, we*re published in the feirm of a pamphlet entitled Out- 
titles of American Political Ecotumuj, This w'tis done at the 
re(iu(*st e)f the P(*nnsylvania Society for the Advancement of 

' Sec Roscher, Gcsch. dcr Nal. Ock. in DeiUsch,, $ 970. 
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Manufacture and Arts. These articles contaiiu'd th(i leading 
ideas of his great work, National System of Political Economy^ 
published fourteen years later. List’s residtMieci in Aim'iiea 
deeply colored his economic views. ^ Some new id('as ho gatlu'red 
from the writings of Alexander Hamilton and rnon^ from Dani(‘l 
Raymond. But chiefly he profited by observation of th(' young 
and rapidly progressing economy which surrouiuh'd him. 
‘‘There only,” he writes, “have I obtaiiu^l a ch'ar id(‘a of the 
gradual development of the economy of a peopl(\” “"J'lH'n* the 
contrasts between agricultural and manufacturing countri('s 
are exemplified in the most decided manner, and cause the 
most disastrous revulsions.” - 

In 1832 he went to Germany as Unitetl State's consul in 
Leipzig, and, though very ill-receivc'd in his native land, inner 
returned to America. 

His first literary la))or after this was his work on the' Rotteck- 
Welckersche Staatslexicony an organ of South German lilx'rals. 
He also began at once an agitation for a systean of railways in 
Germany. With this in view, ho was a fnapKait contrilnitor to 
the press, and wrote a work called Veher ein saclisisvhcs luseti- 
hahnsysiem als Gruadlage eines nllgemeinen deutschen PRsen- 
bahnsystems (A Saxon Railway System as a Foundation of 
a Universal German Railway System), puldislu'd in Ix'ipzig 
in 1833. 

About this time he wrote an essay for tin* Fr(‘nch .\cad('my 
on a subject which they had assigned: “What must be con¬ 
sidered by a Nation desirous of introducing Frei; Trade in 
order in the most just maimer to r(*concil(* tin* intc'rc'sts of con¬ 
sumers and producers?” List’s essay did not rc'ceiv^e tin* prize, 
but was declared by the Academy to be snrtout mnarguahle. 
Finally, in 1841, he published the first volunn; of his great 
work. National System of Political Economy. It was tin* d(?sign 
of List to complete the work in three volumes, but tin? first 


^ But see Laden thin, E., Zur ErUmckciung der nalionaWkonomischen AnaictUen 
Fr. Lists (Vienna, 1912). 

* Preface to National System of Political Economy. 
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alone was finislu'd.' It treat(‘(I of international commerce, the 
functions of j^ov'cMnnuMit in matters of trade, and the German 
customs union. 

In his National System^ List considcTs chiefly that part of 
t\m sci(‘nc(i which deals with international commerce. lie 
has one disHnct end immediately in vieu\ which is to overthrow 
the free-trade prinriples of the ^^Srhooty” as he calls Adam Smith, 
Jean Baptiste Say, and their followers. Back of this, lay his 
desire to show the nations how th(‘y iniKht overthrow England's 
comm(‘reial sui)r(Mnaey. II<‘ takes up the subject of international 
coinnuMTc, and inak(‘s his whole work (*ent<‘r about that, Ix*- 
caus(‘ of all tla^ (iu<‘stions of political iTonomy h(‘ considei's it to 
have th(‘ pn*pond(*rant int(‘r(‘st. Th(» prosperity and (‘ven the 
exist(inc(‘ of nations may lx; sacrifi(‘ed by a false commercial 
policy. ' 

At his time', h(' h(*ld, it was of particular importance' to devote 
one’s attention to this matter, because tiu* rapid progress 
of the era r(*nder<*d it inon* dangerous than (*v(‘r l>efon^ to take 
any falsi* position. In no previous period had thi* gap Ix'twei'n 
stationary and advancing ix'oples increased so rapidly. In past 
times, it was a work of ci'nturies for one nation to obtain a 
monopoly of woolen manufactures, while in his own time, he 
says, it reiiuired but ten yeai>i for one people to obtain control 
of the manufacture of cotton, and the .start of a few' years might 
enable that most dangerous country, ICngland, to monopolize 
the flax industry of EurojK’. 

List Ix'gins tin* Intnxluction to his work by calling atten¬ 
tion to the (lifTereni'e IxdwiHai science and practice in the que.s- 
tions of political economy. He maintains that both sides have 

^ lli.s coll<v>t<*<l writiiiKH wcn» puhlishcMl to^othor with ti hio^niphy by H.iussor 
in tlirt»c voluiiioM in Stuttgart in is.'*)!) mul l.sol. 

TIu* Xnlu>mil Sffstvm of l^olihral Inw Ihm'h transIatcMl into Kuslish an<l 

pul)liHluHl in ehihnletphia by J. B. Lippinoott This translation, iinuie by G. A. 
Mat ill*, (*ontains a ))r(*liininary »*s.Hay on tIu* history of politiral <*<M>noiny and 
not<*.s on the* ti*xt by Stephen (’olwell of Phila<lelphia, together with the notcj* 
of the Kreneh translation i>y Henri Uiehelot. (The note refen'nees are to this 
translation and the ({uotatiorns an* taken from it.) Theri' is a later translation 
fl0()4, Longmans. Green, and Co.) with a Rood introductory essay by Profes- 
wjr J. S. Nicholson. 
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erred, though the chief error appears to be on the side of the 
men of theory. The men of the School, the followers of Adam 
Smith, have looked away from the world as it is, and built 
upon suppositions which do not exist, nev(a* hav(^ existed, and 
whose future existence is problematical. They have regard(‘d th(' 
whole world as living in peace and harmony. The difhaiaiet's of 
nationality they have overlooked.^ The adherents of Adam 
Smith have, in fact, established what List calls a cosmopolite 
(cosmopolitan) or universal economy. Adam Smith follow(*d 
his master, Quesnay, in calling his book the Wealth of Nations, — 
of nations in general, or mankind. 

Now List does not object to iiKpiiries of this kind, if it be 
understood that the principles dediic(‘d apply to an imaginary 
and not a real state of affairs. He evcai admits that tlu' ch'duc- 
tions drawn by Smith and Say are corn'ct, “if w(‘ assiim(‘ with 
this School an universal association or f('(lt*ration of all nations 
as a guarantee of peri)etual peace.^^ He docs maintain, how(»v(*r, 
that matters ought to be considered as tluiy are, and not as th(‘y 
may become in a distant millennium. Nations do exist, they do 
go to war mth one another, they do take advantage of one another 
when they can. The basis of the pr(\sent of the worhl is 
national life; the nation comes bet\\(‘<Mi tla^ individual and 
humanity; there should be, th<ai, a national j)olitical (‘conomy 
as well as a cosmopolitan. Accordingly, List att(anpts to take a 
realistic and historical view of ])olitical (‘conomy. H(^ wish(‘s 
to build upon the world\s experience*, to place* himse*lf upe)n 
the same ground as men of practice, only e‘nlarging the* vie*w 
they take by considering with the aid of histe)ry and phile)se)phy 
“the exigencies of the future and the higher interests e)f the 
whole human race.^^ So, immediately after his intre)dnclie)n, 
he begins a review of the history of fre*e traele* anel pre)te*ctie)n in 
the leading modern nations. His work might, indeed, have* b(*en 
entitled the History of the Policy of Modern Nations with 
Respect to International Commerce. 

He discovers that the economic life of natioms, save those 

^ National System of Political Economy, p. 193. 
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lying in the tropics, may l)c divided into five periods: first, 
there is th(‘ hunting or fishing or savage stage; this Is followed 
by the pastoral stag(‘; |M‘opl(i continue to wander for a time, 
but are finally comp(*ll<*d by external pressun* to settle [X?r- 
rnaiieiitly soim^wheni and gain a livelihood by agriculture, thus 
('nt(*ring the agricultural stage; afterwards manufactures are 
introduced, this constituting the agric\iltural and manufacturing 
stage; finally, commerce is added and the fifth stag<*, the agricul¬ 
tural, manufacturing, and commercial stage, is attained. As 
these stag(‘s r(‘pr(‘sent a continual advancc‘ment in material 
life, th(» proper offi(‘(! of legislation is to aid in the traiL<ition 
from a lowca* to a higher stag<\ 

I)ifT<'nMit iiK'asures are reciuircMl in different |)eriods. In 
the l()W(‘st stjig(', that of hunt<»rs, fn*e trade should be en- 
courag(‘<l as tlu' means of developing higher wants in the ]K'ople, 
and thus h'ading thian to a more* advancenl (economic stage. As 
their d(\sin*s inen^ased, tluw would take up agriculture more 
extensively, and improve' the'ir (‘ultivatiem, in ordcT to obtain 
raw mate'rial tei e'xchange feir the manufacture*d articles of 
fein'ign e‘e)uiitri(*s. Pre*sently, the'y weiulel manife'st a desire to 
manufae’ture' the'se* article's feir themsedve's, anel then it wenild bo 
time* feir gove*rnme*nt te) intrexluce pre)te*ctive inexisures. Only 
in this manne*r e'oulel the'y eve*r cnjeiy the advantage's of manu¬ 
facture's, eve*n if the'y pe)s.se'ss<'el natural facilitie's feir them, Ix'- 
(*ause olele'r natieins with ine)re capital wenild eUherwise strangle 
tlu'ir iiielustrie's in infancy. This e'enild Ix^ deme by se'lling even 
be*le)w cost for a time' leing e'lienigh te) ruin the weak establish- 
me*nts e)f the' n<*w ceiuntry. Navigatiem and manufacture's should 
be pre)t('cte'el, until the' country might Ix'ceirne strong enough to 
compete with any other country, when frt'e trade shoukl again 
be intrexluce'd to stimulate manufactures and commerce by 
inte'rnatie)nal competition. 

Thus government activity is given a large part in List's 
teaching. 

The countrie's of the torrid zone, he held, had not the gifts 
which fitted them (?ver to Ix'come manufacturing nations. Na- 
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ture had failed to bestow upon the people of the tropies the 
requisite energy. They poss(\ss('d, nevertheless, a natural 
monopoly of many i)roduets greatly desired by nortluTn eoun- 
tries, and their only road to wealth lay in continuing to ex(*hange 
agricultural products for manufactured commodities. Nortlu'rn 
nations were to carry on trade freely with tlu' countries of the 
tropics, but with one another they ought all to adopt protective 
measures. 

No high state of civilization could be attained without man¬ 
ufactures, an exclusively agricultural peoph^ Ix'ing nec(\'<sarily 
rude and barbarous. Agriculture and manufactures should Ix' 
side by side to stimulate each other and to save th(^ cost of 
transportation. When they are togetluT under the same political 
power. List said, they are disturbed by no war; th('y live in 
perpetual peaee. 

Besides his attacks on the cosmopolitanism and fr(H»-trade 
doctrines of the School, — the latt(‘r fxMiig assaih'd through an 
examination of EnglaiuFs own growth and the history of the 
United States, — List also criticiz(‘d the principh^ of division 
of labor, and the emphasis laid on exchange value. 

The true principle of the division of labor is the same thing 
as association of labor or cooperation. If a dozen rm'n are (en¬ 
gaged in work on one pair of shoes, tlu' labor is dividc'd, it is 
true, but the results of that labor are unit(*d in tlu? one pair of 
shoes. The men arc all working togetlxT. Adam Smith in his 
Wealth of Nations gives an example of division of labor in the 
manufacture of pins, which has become celebratt'd. '^Fhe labor 
of a few men united or divided — it might be put c^tluT way — 
in this manner accomplishes many times more than it would if 
they worked separately, each for himsc'lf. But suppose that, 
instead of laboring in the same factory, or at any rate near 
together, the men who made the heads and those who made 
the points lived in remote countries, would it then work so W(*ll? 
Might not the men who made the heads manufactun' too many 
in expectation of a greater number of points than were actually 
imported? Might not, in fact, their entire labor be rendered 
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us(‘I(\ss by a war which would cut off tho supply of points al¬ 
together? Now if this process of division of labor bo extended 
betw(‘(»n diff(‘r(‘nt countri(‘s, might not war or disasters in one 
country pnalucc* a g(‘n(*ral commercial crash? 

P('rhaps List is in no place more* original or successful than 
in th(» (exposition of his tla^ory of productive f(jrc(es and imma¬ 
terial capital.^ As at other points, it cornects the oiK'-sidedness 
of Smith, who had consid(‘red value in (‘xchange with little 
r(ef('r(enc(? to th(e non-inat(‘rial (‘l(*m(‘nts in pn)ductive f>ower. 

List supposevs two fatht‘rs, farmers, each having five sons, 
hlach r(*c(eiv(*s an income of SIOOO in (*xcess of his n(?c(essar}" ex- 
p(‘ns(\s. '^rh(‘ on(e sav(‘s it and k(‘(‘ps his sons at manual latx)r. 
'LIk' other spc'iids it in (‘ducatmg thn‘(‘ sons for some profiession, 
and in training lh(‘ oth(‘r two to b(‘com(‘ skilhal agriculturists, 
both fath(‘rs die*. Th(‘ first is rich(‘r in (*xchange valines. He has 
l(‘ft mor(‘ pr<)p(*rty. His poss(\ssions are dividcal among five sons. 
In th(‘ s(*cond ca.se, th(‘ productivi* ])()wers ar(‘ gr(‘at(‘r. The 
farm is divid(‘d l)(*tw(‘(‘n the two sons, who have become so 
skillful that (‘acli half yi(‘lds its pos.s(‘ssor as mu(‘h |)('rhai)s as 
th(^ whol(e did form(‘rly. I'he other thre(' sons have Ixam so 
traiiu'd that th(\v an^ abh^ to take care of thems(dv(‘s. In the 
one case th(‘re is ignoraiuae, and incr(*asing povi'rty as tlu^ (\state 
b(‘com(‘s mon' and more dividcal; in the other, new talents and 
aptitud(\s for the production of W(ealth are (hwelopcxl, and these 
go on increa.sing from father to .son, to th(‘ b(‘n(‘fit of society. 

The mere accumulation of (*xchang(' valu(‘s, then, is not all- 
iinportant, but is sur[)a.s.s(Hl by the iiKTt'ase of productive fxwer: 
''The power of producing weaUh is th('r(»fore infinitely more 
important than wcnlth itself; it iiLsun's not only the iwssession 
and th(‘ incr(*ius(» of what hius Ixhmi gaiimd, but also the replace¬ 
ment of what hius b(‘(*n lost.'' ^ Thus gixxl morals, intelligence, 
monogamy, and Christianity are creative of prixluctive forces. 

' ('f. llcrmann’d critiowni of this idea aa to personal eleinenta, lx»low, p. 5(U. 
It should Ihj noted that Muller’s works suRKest similar idciis. and that List 
U'caiiie a(H|uaintiMl with Muller in Vienna. We rpay 8up|H>se that ho had some 
knowledRo of his eon temporary’s thoiiKht. 

* National Systun, Chap. Xll, paragraph 3. 
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All those members of society who tend to develop in any way 
true manhood and womanhood are productive, not ‘‘sterile'’ or 
barren, as they might have been called by the Physiocrats, or 
“unproductive,” as Adam Smith designated some of them. 

It is false. List claims, to say that labor is the source of value. 
Whole nations may be in poverty, despite the labor of their 
citizens. The most depends upon society: whether sciences and 
arts are developed; whether good institutions, laws, n'ligion, 
morality, security, and freedom exist; whether agriculture, 
manufactures, and commerce are harmoniously extended. 

These ideas are fundamentally connected with List’s theory 
of protection. 

List’s views led him to optimistic conclusions as to the future. 
,He was opposed to the Malthusian doctrine, though more to 
the popular and dogmatic representations of it than to Malthus’ 
own teachings. These List does not appear to have studied 
carefully.^ 

As in Muller’s writings, one finds in those of List a protest 
against the ab.solutistic tendencies of the School. N(4ther one, 
however, is himself free from such tendencies. MiilhT, as al¬ 
ready observed, neglected the various developnnmts of difTenait 
times. List, on the other hand, does not consider sufficiently 
the diversity in the growth of countries. He lays down one 
rule for all to follow. He simply makes a distinction betW(H‘n 
the countries of the temperate zones and those of the tropics, 
a difference which, as Knies has shown, includes a lU'w (‘rror. 
So he is wrong in maintaining that “the production of raw ma¬ 
terials and commodities among the gn^at nations of ti'inpc'ratc 
climes has no real importance but in regard to int(‘rnal trade.” ^ 
The production of raw material is at pre.sent of the greatest 
importance for the foreign commerce of the Unit(‘d Stat(\s. The 
division he makes is artificial, and cannot be supported by 
history. It is unreasonable to suppose that all p(‘oples Ix'tween 
the Tropic of Cancer and the Tropic of Capricorn should always 

^ Cf. Natioiml System, Bk. If, “The Theory,” middle of Chap. XL 

* National System, pp. 7(V-77. 
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bo ooiitont to (l(*votc th(*insolv(‘S oxclusiv(‘ly to aKriculturo. And 
th(» history and |)r(‘S(*nt condition of the Orient show a 
consid(‘ral)l(' growth of (joiniiKTcci followinj^ innn(‘diat(*ly uf)on 
tiui agricultural sta^o without waiting for the* dcv(‘lo[)rn(‘nt of 
niaiuifactur(\s. Having once* n*cognizcd a diffcn^nce* of dcvclop- 
in(‘nt in place*, ho ought to have* studi(*d more.* carefully the 
histe)ric e)r(l(*r eif natie)iial greiwlh. 

List is also e)p<‘n te) criticism em the seem* of not doing full 
justie'o te) Aelain Smith. That gre*at <*e*one)mist \\a.s by no me*ans 
so al)se)lut(‘ly bliiiel to natie)nal linf*s, warfare*, e*te*., as List wendd 
r(*pre*se*nt him; but maele* roean fe)r ee‘rtam duties anel be>unties 
anel h(*lel that “ele*fene*e‘ is of much more* imjK)rtancc* than 
e)pulone*e'.** 

List has many follenvors te) this elay — the)ugh the*y have 
g(*iie*rally take'ii agriculture* within the* pre)te*ctive‘ wall — and 
his influe*nce* is strong ame)ng (h*rman e)fhcials. (h*rman railway 
polie'y has be*e*n coloreul by his (*e*e)nomie* principle*s; anel e*xpand- 
ing (Je*rman natie)naliMn s<‘ize*el upe)n his arguine*nts fe)r a na¬ 
tional marine anel a unit(*(l te*rrite)ry be)uiul(*d by se*a e*e)asts l)oth 
north and south. In the* l'nite*d State's, the* platfe)|;m of the 
Keiiublie’an party fe)r a long time was base'el u|)e)n his de)ctrine*s.' 

Henry C. Carey.“ -The)ugh in many r(*spects a fe)lle)wer e)f 
Smith, Oare'y was alse) a crilie* e)f the ('lassie*al pohtie'al e'coimmy. 
He was a j)re)te*(*tie)nist and a Xatie)nalist. Inde*e*el, his pre*fe‘r- 
e*ne’e's fe)r intuitie)n, anel his sugge*stie)n that indivieluals are 
“me)le'e*ule*s’' in se)cie*ty,^ slrnw se)me* tenele*ne*y teiward a se)cial 
phile)se)phy akin to that e)f Adam Muller, althe)ugh he was far 
fre)m l)e*ing a Ue)manticist. 

Care'y^s arguments in fave)r e)f pre)t(*cti()n are somewhat dif¬ 
ferent fre)m the)se aelvance'el by List. He brings points other 
than the)se* mad(^ by List into sp(*eial promine'nce. Ho lays 

* A section acconliiiKly split off from that party when it abandoned List’s hlea 
of ovolntionury protoctionism. 

* For (’arc'y’s life and writings, see alM)ve, pp. 311) ff. It is to Ik* rememlK'riHi 
that Daniel Kayinond expn*8sed nationalistic views U'foro Carey. See above 
pp.317f. 

* See al>ove, p. 327. 
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weight, as does List, upon the civilizing influence of manu¬ 
factures and commerce, holding that America would be a 
stupid, uninteresting, and barbarous country, if all Americans 
devoted themselves to agriculture. Indeed, he states that with¬ 
out well-developed manufactures, agricultuni its('lf would be 
in a poor way, as the products of the land would then find no 
convenient market. The cost of transportation to distant 
countries would consume the greater share of the farmer\s 
profits. (While it might be possible to prove ('arey\s stat(‘ment 
that ^Hhe first and heaviest tax to be paid by land and labor 
is that of transportation,it is surprising to r(‘atl the sent(aice 
following, in which the ratio betwecai the distance goods are 
transported and the cost of trans])ortalion, is defined with 
mathematical accuracy. The cost of transportation, says ('ar(*y, 
‘increases in geometrical proportion as tin' distance' from 
market increases arithmetically.'^ This is far from being true.) 

However, Carey's argume'iits in favor of protection by no 
means depend upon the accuracy of this formula. His two 
chief points are (1) the benefit of association, and (2) the nece'S- 
sity of returning to the earth what is take'ii from it. 

Association develops individuality, which has evcT been in 
the ratio of the power of man to combine with his f(*llow-men." 
Now if protection favors the growth of association, it ought to 
be encouraged. This follows from the V(Ty definition of social 
science given by Carey; for it is d(‘fin(*d as “the scien(‘(' of 
the laws which govern man in his efforts to scicure for hims(‘lf 
the highest individuality and the gn'atest power of association 
with his fellow-men." ^ Association cannot take place to any 
great extent among those who pursue the same ('mploymc'nt. 
Diversity is needed. Unlikes unites and supplement each otlu'r. 
The farmer combines with the blacksmith, and the milk'r with 
the baker. The diversity of pursuit promotes and rociuires in¬ 
tellectual development. America does not wish tc Ix^corne a 
great farm for a city called England; but this is what would 
result from following British policy. “ It is selfish and repulsive," 

^ Principles of Social Science, p. 47 (Philadelphia, IS5H-1859). 
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says Car(»y, “its oss('iitial ()l)j(»ct being th(‘ separation of the 
consumers and the producers of the world. In that din^etion 
lie poverty and slavery.” It luis iinpov(‘rished (‘very land which 
has followed it, as Iri'land, India, Portugal, Turk(‘y, and the 
W(‘st Indies. It is even ruining England h(*r.self. She is con- 
stantl}" ('xhaustiiig the countri(\s with which she deals, and i.s 
oblig(‘d to .s(M‘k continually n(‘w mark(*ts. Sh(‘ thus Ixconu'S 
more' and mor(‘ d(‘p(‘ndent upon the r(‘st of th(‘ world. Any 
chang(‘ in th(‘ policy of othiT countri(‘s or int(*rruption of trade 
l)y war or natural calamity, must bring misery to the English 
p<‘opl(‘. All (‘ITorts are jmt forth for the one (*nd of cheap pro¬ 
duction. Wages ar(‘ r(‘duc(‘d, and man is r(‘gard(‘d as but a 
machin(‘. A f(‘W i)(‘Come wc‘althy, but the pcniple as a whole 
r(*main poor and wr(‘tch(‘d. 

('ar(‘y’s s(‘cond l(*admg arguimmt is the* n(‘(‘essity of returning 
to th(‘ .soil what has b(M‘n takem from it. He lays dewn thi.s law: 
“Th(‘ consumer must tak(‘ his place be.sid(» ih(‘ produc(*r in order 
to enable man to comply with th(‘ (‘ondition on which he obtains 
loans from th(‘ gri'at bank of moth(‘r (‘arth — the simple con¬ 
dition that wh(‘n h(‘ .shall have* don(‘ with th(' (‘apital furnished 
to him, he .shall return it to th(‘ plac(‘ whenc(‘ it has beem tak(m.” ' 
If this is not don(‘, C'arey holds that th(‘ .soil b(‘com(‘s (‘xhausted, 
and th(‘ land le.ss productive. AcTordingly, if a nation begins 
by (‘xporting raw mat(‘rial, it will end by ('xporting men, as in 
tlu* ca.s(* of Ir(‘land. If, however, produce' is carried only to 
n(*ighl)oring cities, tlu'y return it to tlu' land in the sha|)e of 
f('rtiliz('rs. 

Thi.s argum(*nt conc('rning tlie ('xhaustion of the soil is un- 
doubt(‘dly quite spe'C'ious. It iinplic's a denial of the fact that 
by foH'ign trade the wealth of a nation may Ix' increased; for 
if it ho, admitted that ('xchangt' with other countries is profitable, 
it must follow that by such exchange a nation may gain in- 
cr('as('d jxiwer to n'fresli its soil. Other and possibly cheaper 
ways (‘xist by which produce? may be returned to the soil than 
by retaining a portion for direct application, as, for example, 

' Social Scienre. u. 
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by the use of chemical fertilizers or the growth of certain crops i 
and to restrict foreign trade may limit a natioii\s power to ac¬ 
quire or use these moans of restoring any lost fertility. 

It should be remembered that the American, Danic'l Ray¬ 
mond, had held views similar to those of Carey. As a follower 
of Carey, E. Duhring, a German economist, is worthy of brief 
mention.^ 

Summary. —^^Of the economists discussed in this chapter, it 
may be said that they stood for much criticism of the (Massieal 
political economy, and especially criticism on the scon' of its 
individualism and cosmopolitanism. They all criticiztul the 
doctrine of “division of labor,as taught by Smith. 

They were Nationalists — although Cany's Nationalism 
was mixed with a considerable acceptance of ('lassical ('conomic 
theories. They emphasized the nation as an important fa( t, 
often regarding it as a living organism, or as a quasi-organism, 
and placing it above the individual and betwc'cn him and the 
world. (Well down to this day, German economists have fre¬ 
quently called their science National Oekonomie.) 

Accordingly, they stood for protection, accusing England's 
thinkers of recommending in free trade what would benefit 
their own nation alone, at least in the then-existing stage of 
relative development. 

In this connection, the historical idea frequently appears, 
and Muller and List are noteworthy as pnicursors of the His¬ 
torical School. The former's admiration for the institutions of 
earlier times, and his treatment of the state as an organism 
suggest this; but List, with his discussion of stages in the evolu¬ 
tion of nations, although not truly historical in spirit, had more 
influence in this connection. (Both weni known to the German 
Historical School.) To the extent that their analyses of institu¬ 
tions and stages are ideals spun out of the mind, they are, of 
course, mechanical in nature, and not truly historical. 

Consistently with their leading idea, Muller, List, and Carey, 

' KajrUal und Arbeit, 1865; Die Verkleinerer Carey*a, 1808; Kritiache GvarMchte 
der Nationaldkoiiomie, 1871; Kuraua der National- uwl Sozialdkonomie, 187.S. 
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in criticizing the one-sideclness of the? principle of division of 
labor, called attention to the association or co(3peration phase 
of it. They c'mphasized the importance for thf* national welfare 
of insuring co<)|)eration among the “divided^' elements in 
production. 

Th(*ir attitude tow’ard individualism and materialism was 
such that they were led to attack, in one way or another, the 
emphasis laid upon objective exchange value. This Muller and 
List (lid from a predominantly ethical point of view. 

Mull(*r painted the darker tints of the money economy, and 
d('sir('d to rc'tain iho remnants of the “natural economy” of 
the Mid(ll(' Ag(\s. List accepted th(‘ ('conomy of his time, but 
assailed Smithian t(‘aching on the ground that it worked toward 
an English monopoly of trade*; and (\an\v lik(*wise developed 
his doctrine of prot(‘ction in the int('r(*st of his young nation. 

Though, in a s(mis(', absolutists thcms(*lv('s, th(‘ir criticisms 
serv('d to ofTs(*t the* absolutism of the Classical Sch(X)l, and 
pav(*d the way for a broad<‘r and tnicr ('conomics. 

In appraising Nationalist thought, it is vital to understand 
the significanc(‘ of “protection.” In a sense, the idea of pro¬ 
tection as applu*d to international trade, is incid(*ntal. At l)ot- 
tom, th(* id(\a is to “pr()t(*ct” the individual person — not as 
an “(Tonomic man,” but as a |X'rsonality which .sh(xild have 
the “.s(*lf-expression” that is so essential in Romanticism. This 
id('a assuni(\s not only a “self” with its innate and peculiar 
potentialities, but also other .selves as onl(x>kers. C\x‘)peration 
is thus r(*quir(*d. Each “.s('If ” must not only be developed; it 
must also lx* protect('d from other selv(\s. But protection of un- 
cciual .selv(*s (perhaps warped by inh'riority complexes!) seems 
to n'quin* a sort of reginu'iitation, and at the .same time a nn'olt 
against material laws and “standards.” Thus lx>th the lowly 
individual and the backward nation, by group control and 
social planning, are to Ix^ jus-sunMl self-expre.ssion, but subject 
to a protective* system of coo|x*ration. Naturally, this leads to 
status, as ()p|X)S('d to the test of .survival in compc'tition. 

CConsidered thus philosophically, one may .see a common 
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thread in the protective tariff schemes of List and Carey, in 
the Romantic Medievalism of Muller, in the solicitude for ‘^the 
forgotten man^' and in the domestic “allotmentprogram of 
the “New Deal,’' and in the “projects” of the so-called “pro¬ 
gressives,” both in education and in politics. These are all 
idealistic thought tendencies which thrive either among persons 
having a sense of inferiority, or in backward nations, or in 
periods of prolonged depression. 



c. Socialistic Critics 


CIIAFri!:R XXII 

EARLY NINETEENTH-CENTURY SOCIALISM * 

The f*hanK<*s involved in the Industrial Revolutu)n hronght 
many industrial maladjustments and eronomie ills in their 
train. Poverty, mis(*rv, and crises heeaine fr(‘(juent. Naturally 
th(‘n, in sec*kinfi^ r(‘as()ns and rc*medies for th(\st* things, some wen* 
1 (mI to eritieiz(* tin* whole mov(*m(‘nt and th(' syst<‘m of economic 
thouf^ht which attended it. I'he c?*itie, Sismondi, wjvs .s<j in¬ 
clined, hut aec(»pt(‘d tlie existing social order and the main out¬ 
lines of th(' Classical systcmi of thought. Others sought relief 
in a romantic n^action to the cjist-off institutions of mcxlieval 
timers. 

In this chaptiT, howev(*r, a group of thinkers will 1 h^ di-scusseM:!, 
who, whih' acc(*pting th(» te(*hnical industrial progress of the 
time, with its large-scale production arid division of lalxir, o|>- 
pos(»d .some of tin* fundanuaital ideas and institutions of the 
existing social ord(*r, and censured the* ('C(»nomi.sts for |x>stulating 
c(*rtain .social institutions as though they were ultimate and 
ni(T('ly to Ix' tak(Mi for grantiMl. 1'hf»v sought no mere chimera. 
Th(‘v proc(‘ed(Ml ufKin no m<»n*ly moral hjisis. And in this general 
way, th(Mr schi'mes differed from those* of Sir Thomas More, 
Mahly, Morelly, (lodwin, and Balxnif. Th<*irs was an economic 

' StHj Kly, Frrnch and Gtrtnan SociaUfm. Kirkup. HiAtonj of Socialism: Hae. 
('(Hitt mfumiry Socialiiim: Monnor, Thr Hojht to thr IChotr /*roifun: of Laiil- 

1(T, n. W., .'1 Historu of Socialist Thought (0)271: »S>mlmrt. Socialism and the So- 
(uil Movement (Kngliali truiiHiution fn>m aixth (forniaii iMlition, London. llHk.l): 
(liilo-Ui.st, Ihstoire di's dortn at s economiqitt s: and manyolhors to in thoac 

v^orks. ThU and a aurcoodiiiK rhaptor on Sooialiain do not aim to present a full 
accotint of the .subject in all itaaocial and |>oliticiU runpiM'ta. but merely to indicate 
«orm) aai>e(’t8 of it.i aijcnirH’ancc tia a criticism of economic theory. 
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point of view; and their criticism sprang out of the throes of the 
Industrial and French Revolutions. In a word, the men now 
to be treated were anti-capitalistic, and advocated sweeping 
economic reforms. They criticized the existing idea of private 
property and competition. They were either Socialists or Com¬ 
munists. 

It is characteristic of these early Socialists that their thought 
partook of the transitional condition of the time. As youths, the 
first of them imbibed the optimism of the early French R(?voIu- 
tion, as illustrated by Godwin, with his ideas of human per¬ 
fectibility.^ The idealistic nature philosophy of the eighteenth 
century lingered on into the nineteenth, and is seen in their 
thought. But all the time, the class of permanent wage eariu^rs, 
and a realization of its oppressed condition, grew. Modern in¬ 
dustrialism was beginning to take shape. The Smithian eco¬ 
nomics was essentially bourgeois or capitalistic and middle-class; 
and as the proletariat or wage-earning class became monj numer¬ 
ous and distinct, the conflicts between their interests and the 
doctrines of the Classical economics l)egan to app(‘ar. On the 
one hand, the revolutions in philosophical and political thought 
had hardly been consummated, and their principles had not been 
thoroughly applied. On the other hand, the evils of th(j revolu¬ 
tion in industry were beginning to show. But for the time, men 
had reacted against the excesses of the French Revolution; and, 
as the uneducated and riotous proletariat seemed incapable, 
and as its cla.ss consciousness was undeveloped, self-help did not 
seem adequate as a solution. What, then, was to be done? 

1. The Utopian or Bourgeois Socialists. — Under such cir¬ 
cumstances, there arose the three noted Utopists, Saint-Simon, 
Owen, and Fourier, who almost simultaneously conceived the 
idea of bringing down aid to the poor from above, and of regen¬ 
erating mankind by educating them to live in an ideal social 
order guided by the wisest and best among them. In their 
schemes for social reform, these men were speculative, and 
reasoned from ideal postulates. Moreover, they were broadly 

* Above, pp. 260 f. 
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humanitarian in their plans, differing from later Socialists in 
that they did not seek to organize the laborers in class conflict, 
but to improve th(‘ lot of humanity through educational ex¬ 
perimentation. I^hc'y wc're not nivolutionary, but appealed to 
the dominant classes for aid. They w(Te rather bourgeois in their 
ideiis, th(? proh'tarian movement not having become marked 
until after 18ii0. 

a. and the Saint-Simonists. — Saint-Simon 

(1760 -1825) is notabl(‘ for his breadth of view and his creative 
suggestiv('n(»ss.* II(‘ himself desires to depart less radically from 
th(‘ existing order than Owen and Fourier, though his followers 
W(*nt furtluT. While sugg(‘sting modifications, h(‘ is not so clearly 
oppos(‘d to private* prop(*rty, and s(*ems to allow it in capital 
wh(*n that is in the* form of what he calls an inve.stment worthy 
of coinpeaisation. 

Ni'ither does lu* have in mind the conflict between labor and 
cai)ital, but a more general one betw(»en the workers and the 
idl(‘. Soci(‘ty should be reorganizcnl in .such a way that all must 
work. 

The* h(*art of Saint-Simon^s ide*a wiis to direct the labor of the 
nation so as to am<*liorat<' tlui physical and moral condition of 
all its members. 'Fhe chi<‘f ihmhIs he considered to be regular 
work and general lulucation or knowledge. 

To this end, he advocated a broad industrialism. To his mind, 
the industrial class — including all workers — had achieved the 
Revolution, and u])on this class depended freedom. The present 
social classes must go. '^Fliree classes would come into existence: 
‘Lsavants'^ (int(*llectuals), arti-sts, and those engaged in indus¬ 
trial i)ursuits. Tlu* nation wouhl be organized on an industrial 
ba.sis in which industrial chiefs would control production. Gov¬ 
ernment would thus be reduced to the direction of a national 

* Writings of ocononiir significanre: — 

LfitrvH (Vun hahiUitU dc (irnive^ 1803. 

L'lndujitrie, 1817. 

ljurganUaieur, IHIO. 

D\i syaUme industricl, 1821. 

CaK'chisme dea induatrirU, 1823. 

Nuuvtau Chriatianiamct 1825. 
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association for industrial purposes. Men would then ceiusc ex¬ 
ploiting one another, and mutually turn to exploit the earth. 
At first, Saint-Simon appears to have believed that if only the 
present class structure were abolished, a natural hierarchy of 
ability would establish itself, but later he came to feel that more 
positive action would be required. 

All this, of course, implies his criticism of the existing system 
of directing industry. 

His followers, and notably Hazard and Enfant in, went further 
than Saint-Simon in attacking private property.* As the idle 
class must go, and all are to work, capitalists, tis such, cannot 
exist. In so far as their income arises from the owiu'rshi]) of 
capital, it is not earned, but is the result of exploiting labor. 
Under the present system, the industrial chi(‘fs dictatci tcTins on 
pain of starvation, for they own the instruiiKMits of production.^ 
Moreover, they keep these instruments through the institution 
of inheritance. Inheritance must Ixi abolisla'd, th(*n, and the 
instruments of labor be socialized. In a word, a system of (col¬ 
lectivism is advocated. 

From the point of view of production, too, it was maintaiiK'd 
that the system of inheritance do('s not insure that property 
will fall into the most capable hands. 

The Saint-Sirnonists, like Sismondi, i)oint out that in the 
organization of labor the problem is to harmonize production 
and consumption. Here the economists turn to laisser-faire 
competition. But this hiads to struggh' and loss, and cris(js n‘sult 
from recurring disturbances of the balance? betw(‘en production 
and consumption. The Socialists complain of isolated efforts and 
egoism. 

b. The Associationists: Owen, Courier, and Thompson, — 
Saint-Simon differ<*d from the other Utopian Socialists who are 
to be discussed, in that his idea was based upon a broad(?r so¬ 
cialization of industry than theirs. He differed in his idea of 

^ See Doctrine de Saint-Simon, Premiere annee, Exj)OH\lion, 1H29. (Paris, 
18S0.) 

* Ibid., 6° Stance. 
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centnilization. Whiles Saint-Simon would have reformed soci(*ty 
in a lump, a method which could <‘iisily .suggest State Socialism 
(though he him.s(4f did not advocates .such a radical and positive 
st(‘p), t\wy .sought r(‘form in voluntary local comrnuniti(*s. Owen 
and Fouri(‘r an* both charaeteriz(‘d by th(*ir advocacy of a>.socia- 
tions with a limited m(‘ml)(*r.ship, and may l)e distinguished by 
the t(*rm ‘‘associationist.'^ Th(*se associations were to be volun¬ 
tary, springing from tlu* mutual consent of the meinlK*r<. 

Robert ()w(*n (1771 -1858) * was les.s of an idealbt than Saint- 
Simon and Foun(‘r. H<* was .som<‘what inon* practical in his 
methods, but altogether unhistorical in spirit. His j)hilo.*-ophy, 
how(*v(‘r, had much in common with th(*irs. II<* lK*liev(*d that 
m<*n an* naturally good: evils are not inluTent in tlu* nature of 
things, but lie in the capitalistic system, which p(Tverts the 
natural order. 

Concn*t(*ly, then* an* thre<* barriers: ])rivat(* ])ro|H*rty, re¬ 
ligion, the institution of marriage*. In his id(*al (‘ommunal order, 
the.<(' barrie'i’s would Im* n‘inoved, and inan\s natural goedn(*.ss 
could find fn*<* <*\pn*ssion. 

At an early age*, Owe’ii in 1800 In'came* manager of e*xt<*nsive 
cotton mills at X"ew Lanark. Hen* In* was a witness of current 
labor al)U.s(*s. He* <*stimat(*<l that his (*mploye(*s were producing 
a vast amount of n'al wealth, in which tlM*y liad no .<han*» and 
he b<*lieve*d that they lackeel a chance* te) eleveloj) tlieir fae*ultie*s 
ade*ejuate*ly. He* ae*corelmgly e*aine* te) aelve)cate e*elucation anel a 
lK*tter (*nvire)nnu*nt for \Norking |K’e)j)le*. 

Then his ide'as gre*w more* ce)inmunistic, and he demande*d the 
abeilition e)f profits, s|)e*culatie)n, me)ne*y, anel wedl-nigh the wholes 
machinery e)f e*xchange then e*urrent. Owe*n believe*el that the 
just prie:e of a goe)d is its cost. To charge more is unjust. But 
l)rofits seHune'd to him te) arise fre>m selling alxive (*e)st, and to 
stimulate overpre)due*tie)n anel le*ael to crise*s. 

Money base*d Uf)e)n the value* of pre*e*ie)us metals, sevnu'el to 
him to help confuse the* relation lH*twe'en the* true value*s of 

* Kor hiH onrlicT viown .1 Xrw Viru’ of .SVWWi/, 1S12. Uw iimtim»r Uortrine 
i« fouiul in The Hook of th* Sew Monti World, ls20. 
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goods in an oxchang.-, and !>.' atlv.H-af.-d tho uso ..f lalx.r n„i, s 

based upon the labor lime iinohe*! in pnaUieing the ko<kIs ,is ,i 

medium ill its pLur.^ 

Owen severely arraipied tlu' idea that enin|x*tition is in tli,> 

best interests of society. 

Charles Fourier (1772-18,37) uas almost <>.va<-fl.y enutemporary 

with Owen, and had very similar idetisr- Although his thought is 
mniTcd by loose and inexact statement, he was a keen e/]fi(* of 
the existing industrial system. 

Association is the leading idea in his system. Although its 
operation is impeded in the existing order, it is mad(j a principle 
of attraction among men, like the law of grav itation in the phys¬ 
ical world. Harmony could be obtained only in his communities, 
called phalanxes, which were to contain som(‘ 1800 members, 
and carry on production in the interest of tlu' group. These 
groups would be large enough to afford all useful coml)ination.s, 
but not so large as to necessitate useless classes (soldifTs and 
policemen) or to prevent general cooperation. 

To the economist, Fourier^s ideas concerning labor and its 
reward, are the most inten'sting. taught that all labor may 
be pleasant; it is only overwork that makes it painful, and ov'er- 
work would be unnecessary in his associations. Moreover, a 
desire for change is recognized, and each rncmilxT could take up 
some different task at the end of two hours. Betwixui the ages 
of eighteen and twenty-eight, a man could produce enough to 
warrant his passing the remainder of his life in leisure. Labor is 
divided by Fourier into three grades: necessary, useful, and 
agreeable. The first of these was to rcc(nve tluj highest reward; 
while pleasant labor of all kinds would Ix^ the lowest paid. All 
members were to receive a minimum. Thus his scheme makes 
exertion the chief basis for reward. 

Unfortunately, Fourier gives us no answer to the (juestion, 

I 

* This, it will be observed, would be a narrow application of Ricardo’s earlier 
idea of a measure of value. 

* La theorie des qfuUre mouvementa el dr a deatineea aen^ralra, ISOH. 

Traite de Vaaaociation domeaiique agricole ou aiiraciion industrieUe, 1822. 

Nouveau moude induatrial cl socieiaire, 1829. 
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How, lUiclcT a 8ysU»m of s<*lf-(lev<‘lopiiuTit uid fn o play for in¬ 
dividual di'siroH, Ls roiLsunii)tion to l>e adjasted to production? 

l\»rhap.s Fouri(»r is to lx? n^gardcd as incoiLsisUnit on one im¬ 
portant iM)int,—either that, or he was not a thoroughgoing 
Socialist, - -- for he provid<‘d for a return to capital, as sucli The 
.surplus remaining aft(‘r the? minimum ha<l Ix^en giveii to each 
inemlHT, was to he distrihuted in such a way that fi\o twelfths 
would go to labor, four twelftlis to capital, and thr<'<t twelfths to 
talent. 

Fouri(T*s merits have l>een summed up as follows: ‘‘Tlua'c 
is a good d(*al of truth in stune of his critical retnarks. The im- 
j)ortanc(‘ of C(M)j)(‘rativ(‘ production has l)(‘<‘n rccogiiized chiefly 
in con.sefiuence of his first j)omting out the eeonomical benefits 
of association. 'Fla* narrow-minded fear of whoh'sale trade, and 
machiiuTV, too, was in a m(*iisure dispell(‘d l)y Fourier’s umiuali- 
fied nTognition of their value. His r(‘marks on the unneces.<ary 
hardships of labor and the (*vil con.s(»(pienc(*s of excessive toil 
have? had their influence on modern factory laws. . . . Sanitary 
reforms, and irnprovenauits of the labonT’s home.st(»ad . . . 
ow(* not a littl(» of their origin to the .spread of Fourier’s idc'as.” 

William Thompson was an Iri.sh Socialist, \\hos<» fame has 
been less than his d(*.'<erts. His chief work,- (Uititled An Itufuinj 
into (he Principles of (he I)is(nbu(ion of Wealth Mos( Cowlacive 
to Human Happiness^ was published in 1S24, and contains a 
clear statement of ideas that form the basis of the later Marxian 
Socialism. In his own proposals for reform, however, Thompson 
wius a follower of Owen. 

Ho argu(‘s that lalior produces all value in exchange, and 
that all th(* product of lalx)r should l>elong to labon'rs. l^ut, with 
our pres(‘nt social institutions, Ial)or gets a bare subsistence 
remuneration, the balance of its proiluct going to land and 


* Kaufnmnn, Schn/flea Socialism, ritc<l by Kly, French ami iitrman Sticialism, 

p. 100. 

*Tho!ni>8()n hIho wroto: An Aptwii of One Half the Human Race, irofarw, 
aoainnt the Pniensionn of the Other Half, Men, \S'2h'. lAihour Heuyinieti, the (laims 
of lAiiwur and ('apxtal (\mciluitetl, ls27; Praciicai Ihrectionji for the Speedy arui 
EconomuxU EHtiddUhmeni of CommunUita, 1H30. 
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capital. Under the existing social order, the dominant capi¬ 
talist class regards the difference between subsistence wages 
and the increasing value of the social product tus l)eing a surplus 
value due to its superior intelligence and skill. By reason of 
its political power, this class is enabled to mak(* an unjust de¬ 
duction from labor\s product. 

Accordingly, Thompson thinks that there must be a recon¬ 
struction of social institutions. But he does not carry his ideas 
to their logical conclusion, for he would not abolish j)roperty 
rights, nor take the whole produce of labor from capitalists and 
landowners. “Thompson's object like that of so many other 
socialists, was to prove the injustice^ of uiu'arned income and 
private property . . . but the communistic t(‘ndencies which 
he borrowed from Owen prevented him from drawing its [M)sitive 
consequences." ^ 

Thompson's great significance lies in the fact that tin* ba.sal 
ideas of such later Socialists as llodl)(‘rtus and Marx conc(‘rnuig 
surplus value, may be traced to him. 

2. The Transition to More Realistic - and Proletarian Social¬ 
ism in France (1840-1848). — In so far lis class conflict wiis 
involved, all the insurrections and revolutions down through 
1830 were es.scntially bourgeois^ that is, capitalist and middle- 
class. They were not of and for wage earn(*rs or laborcTs. But 
early in the thirties, there came a change* in this n*gard. Al¬ 
though the French revolution of July, 1830, was a bourgeois 
affair, it served to bring the proletariat into gr(*at(‘r promin(*nce. 
Then in 1831 the Lyons silk-weavTrs rose in insurr(*ction. By 
1837, the Chartist rnovTment was on foot in ICngland. Finally, 
in 1848, the great proletarian revolution occurred in Frances, and 
from that time modern realistic Socialism may be dated. At 
about the same time, German Socialism took the lead. 

There is, perhaps, some degree of r(*alism manifest in the 
work of the following Socialists. Yet th(*y are by no means 

‘ Mengor, \., Thc Hifjhl to tha Whole Produce of Labour, p. 59 (Foxwell od.). 

The words “realism” and “realistic” are not here used in their philosophical 
sen^, hut as used in art and literature, — meaning life-like and based on facta 
rather than imaginary or utopian. 
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frml from th(» Utopian notion that all that is ncMMlcd to n^form 
socirty is to invent some seiumie through which th(‘ir ideals 
might spe(‘dily he realizcnl. 1'heir thought was transitional. 

a. I^ouis Blanc, - Ix)uis Blanc (1S13 -I882) was not the most 
original of the* (‘arly Socialists, Imt h<‘ is notable for Ixsng the 
first to mak(* th(‘ eoniu'ction Ix^tween fX)lities and social n*fonn. 
The pr(‘C(*ding Socialistic thinkers had (Iep(‘nded u|)on (‘dura¬ 
tion u|X)n a n‘cognifion of the truth of thrir 4loctrin»*s for 
th(' spr(‘ad of tlx* system advocat(*d. A»(x;iation was to he 
voluntary and unaided hy th(*,sfate. With IRaix*. the state was 
(h'pended upon to aid in carrying out the systcan proix>s(‘d. 

Hut in a sense* Louis Blanc is only transitionarv in this re¬ 
gard. Ind<M-d, he is M)metim<‘s classes! as an a'^sexuationist,' 
and he* advex’ate'd s<x*ial workshofw (ntfliers fionaux) wheTC 
men in similar Industrie's would ccx)perat(*. Sex'ialism propeT 
would thus e*xist ejiily within \arious .st*parate* hrane*he*s of indus¬ 
try, pre'sumahly le'aving the* relations hi'twes'ii the*M* l)ranche*s 
te) the' regime* of contract and comtx'tition. Blanc’s associations 
we*re* to he* initiate*(l anel suhsidizexl hv the* >tate‘, he>we*ve‘r, and 
were* not the se'lf-sufhcient units of Owen anel Eourie*r. 

Louis Blanc’s eH*le*l)rate‘d work, Onjnnization flu (ravad (Organ¬ 
ization of I.aix)r), was puhlishe*d in LStl.* 1'he* e*entral fxiint 
in his thought is a ele*sire* feir the* hre)ad and pe*rfect de'velopment 
of e*ach man’s |x*rsonality. PreK*e*(*eling from tlie jde*a of the 
hrothe'rhexxl of man, he* a(lve)cate*el payme*nt neit according to 
servi(*e or |)roductivity, hut ae*e*e)reling to needs or wants. Only 
hy giving to (*ach according to his n(*e*ds, could his goal he 
attained. His syste*m, there*fe)re, is not like that of the later 
Socialists, Inist'd ufK)!! a demand for “the whe)le prcKliuv of 
labor,“ hut upon the* more philantlmipic idea of a right to .sul> 
siste*nc(* (droit d la vie), 

(’(‘rtainly such a distribution of propt'rty and income does 
not now exist; and com|x*tition, to which distribution in the 
(ixisting orde*r is suhmitteHl, he fairly anatlu'inatize'd. It is 


* K.k., Oicle>-Hi»t, /fiMoirr dru Hoctrinrn ^rfmomufuts. 

*TlK»ro were ronsitleriible ixlilitions in a fifth exiitiou that appeartHi in 1S50. 



434 


HISTORY OF ECONOMIC THOUGHT 


murderous warfare. It places a man outside of society, empha¬ 
sizing his rights without indicating his duties. We must seek a 
new organization which will abolish individualism, competition, 
and private property, and in their stead place fraternity and 
harmony. 

His ateliersy as established in the different industries, were 
to bring production to this level and to afford to all a ‘‘nat¬ 
ural” right, that is, the right to work {droit an travail). But the 
poor laborers were in no position to set up th(\s(? shops; th(T(‘fore 
the state was appealed to, and was to organize them and furnish 
the funds. After the first year, however, the heads would be 
elected. 

Inasmuch as Ix)uis Blanc advocated needs or wants as a 
basis for rewards, he is to bo classed as a Communist\ He 
was no egalitairey however, for he wrote: “Equality, th(*n, 
is only proportionality, and it exists in a true manner only 
when each one in accordance with the law writt(»n in some 
shape in his organization by God himself, produces accorditig 
to his Faculties and consumes according to his IFan/.s*.” ^ 

b. Proudhon. —With Pierre-Joseph Proudhon (1809-1865), 
one comes to a thoroughly proletarian Socialism, and th(j be¬ 
ginning of one line of Anarchism. Ind(»ed, one finds in his 
thought much that foreshadows the* doctrines of the more 
“scientific” Socialism taught by Marx and Engels. More 
sharply and directly than any of the oth(*rs, Proudhon c(*n- 
tered his attack upon prop(?rty rights. Property, as distin¬ 
guished from possession, he said, is robbery; property-own(‘rs 
are thieves.^ Even to common propc^rty in a communistic 
state, he objects, and in this foreshadows the split between 
Socialism and Anarchism. 

He makes short work of the idea that occupation justifies 
private property, turning his attention chiefly to land. J. B. Say 
is quoted as justifying property in land on the ground that land 

' Organization du travail, 9th ed., p. 72. Later, as a practical measure, Blano 
proposed absolute equality. 

^Qu'cht-ce que la proprietif (What is Property?), 1840. Works, Vol. I, tfans- 
iated by Benjamin R. Tucker, Boston, 1876. 
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is fixed and liniit(‘d in extent; but that, Proudhon argues, 
mendy explains the (‘xist(‘ne(‘ of property, — it does not justify 
ownership. And (.\)nit(i\s argunn^nt frcnn limited supply s(Mjms 
to Proudhon to go against him, for that is tin* reason wh^' land 
should 1)(‘ fre(‘ to all. If it w(‘re unlimited, all might have pro[>- 
erty in it, and no one would be hurt. 

But what of the labor theory of propcTty? If labor is to 
justify property, Proudhon thinks that wh(‘never any one 
labors on a farm he must acciuire pro|X‘rty rights in it. ‘‘1'he 
lalxiHT ndains, (*v(‘n after h(‘ has reeeive<l his wages, a natural 
right of property in th<‘ thing which h(‘ pnHluced.’' What labor 
does is to er(‘at(' increased capacity, and its propiT reward is tlie 
additional incom(‘ that n*sults. This does not convey owner>hip 
in th(» soil itself. 'Fhat no man has mad(\ In short, land is the 
gift of nature, bestow(‘d u|X)n all eciually, and no man has a 
right to ai)pro[)riat(‘ it and its rent for his own um\ 

Propcrty-owiuTs an* robb(*rs becausi* they have made others 
labor for them, who thus lost in laboring what tin* owiu'rs 
gain(‘d. All who labor should beeonn* propri(*tors: “this is an 
inevitable deduction from the acknowl(*dg(*d principles of 
political economy and jurisprudence, aiul when I say propri(‘tor, 
I do not nn*an simply (as do our hv|K)c*ritical economists) 
proprietor of his allow'anci*, his salary, his wages, -- I nn'an 
proprietor of the value which he creates, and by which the 
inast(*r aloin* profits.” 

Hen*, then, is the id(*a of a surplus value, arising from the 
exploitation of labor. 

At one point, Proudhon undertakes U) explain how it is that 
capitalists take a profit from the laborer's prinluct. Tin' ca|>- 
italist pays each lalx)rer of a group a mere day’s wage. But in 
the combined labor of thc^ group there is an advantage for 
which he does not pay. There is a union or harmoiiy through 
which the product exceeds the sum of the indindual products of 
the separate lalx)rers. 

As a renuxly, he coneIude,s that labor should n'coive an 
additional proportion of the product. 
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In accordance with these ideas, Proudhon propounds a labor 
theory of value. He begins by mocking the economists for 
attempting a science while professing that th(»re is no absolute 
measure of value. To him, the matter is simple. “The absolute 
value of a thing, then, is its cost in time and expense.'' A dia¬ 
mond in the rough is worth nothing; cut and mounted it is 
worth the time and expense involved. But it sells for more than 
this; — that is because men are not free. Therefore, “society 
must regulate the exchange and distribution of the rarest things, 
as it does that of the most common one's, in such a way that 
each may share in the enjoyment of the'in.^’ Value bast'd upon 
opinion (or utility) is delusion and robbery. 

Somewhat paradoxically, Proudhon attacks the thought of 
his Socialistic predecessors.^ He reje'cts association of labor, 
as encroaching upon the liberty of the' labort'rs. Likc'wise, 
Communism, he thought, would lead to ineeiuality, Ix'ing an 
exploitation of the strong by the* wt'ak. His position (*an l)e 
interpreted only by grasping his desire to harmonize property 
and community through liberty, aft(‘r the' maniu'r of Ib'ge'Fs 
dialectic. Thus he would not have' abolish(*d prop(*rty, but 
rather have limited it. He would have confined prop^'rty rights 
to those things that are clearly produced by lal)or, and hav(^ 
based them upon labor. Interest, rent, and profits he would 
have abolished. 

In this course, a distinction b’ drawn l)etween “own(*rship’^ 
and “possession,'' which came more easily to one who livc'd 
under the civil law than to an Englishman. Po.ss('ssion, ho 
would have allowed to individuals. Thus lil)erty and propc'rty 
could be made to exist side by side. On the other hand, commu¬ 
nity ppust modify property, but must not restrict freedom. 
Therefore, he taught an anarchistic sort of Communism! This 
latter paradox he solved through a belief that liberty and 
equality were one, — that is, the social cooperation, easy tasks, 
and equal means of performing them, which he would have 

' See Syateme dea cordradicliona economiquea, ou philoaophica de la miatrct 1H46; 
and also the earlier work, What la Properly? 
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institutcnl, would inako (Hjual rewards natural. Liberty exists 
only in th(‘ social state; in such a state all have equal capacities 
for p(‘rforinin^ tasks; social tasks an* equal. 

To this whole* Kinup of i<h‘as, Prouelhon appli(*d the term 
‘'inutualisin.*' By this he in(‘ant that n*ciprocity of servicers was 
toj^ov(‘rn (‘conoinic r(‘lations: rights and duties were to lx* mutual. 

The* id(‘a is illustrat(*d by the* chi(*f |K)sitive r(*fonn that he 
advocat(‘d, nanM*ly, his ccl(*brated ex(*hang(‘ bank. Here prod¬ 
ucts would l)(» (‘xchang(*d without tlie intcrv(*ntion of money. 
Paper nioiu‘y would b<‘ issue*d for gooels a(*cording to the* labor- 
time* re‘(iuire‘el feir tliear pre)eluctie)n, anel this me‘dium wemlei 
exe'hange* e'ejually fejr any geieuls whie*h ce>st the* same lalx)r. 
Cre'elit, te)o, we)ulel be* grante‘el (e) e‘ve*ry e)ne, he*lping reduce 
inte‘rest te) its ne)rmal rate*, which aevording te> Pre)uelhe;n is nil. 
('e)nse‘e|ue*ntly, the* instrume*nts e)f pre)elue*tie)n cenild Ik* fre*cly 
obtamt'el by all, anel lanelle)rels and capitalists wemld cease to 
e*xist. 'rims wemld mutuality re*ign. 

A ne)tal)le* fe*ature* eif Premelhein’s themght is its (*mphasi.s 
e)f the* e*e41ee*tive‘ e)r se)e*ial e‘haracte*r e>f m()elt*rn pnxlue'tiein. 
Ne*ithe‘r labe)r, noi* lanel, neir capital is pre>eluctiv(* ale)ne; produc- 
tie)n re*.sults fre>m the ir e*e)e)pe*ratie»n. And he* (iue)te*s the ece)ne)mist 
I)re)7, ^ with ajipreival as saying: “Say (’re*dits capital with an 
ae*live part unwaiTante*el by its nature*; left te) it.se'lf, it is an idle 
te)e)l.'' All pre)elue*tie)n be'ing ne c(*.'Nsanly e*e)lle*ctiv(*, the lalK)n*r is 
e*ntitle*d to a share* in the* pre)eluct. All ace*umulate*d capital being 
social prope*rty, ne) e)ne can be* its e*\clusive* proprii*tor. 

Summary. -'Fhe fe)rege)ing “ Se)cialistsrange all the way 
fre)m the).se* whe) me*re*ly adve)cate*d radical sche»nu*s of social 
re*fe)rm, like* Saint-Simon, to Proudhe)n, wlu) was touch(*d by that 
me)el(»rii cla.ss ce)n.sciou.sne*ss whie'h has (’haracterizenl later 
Se)cialisni. Moreover, th(\v differed w’ide*ly in the basis of dis¬ 
tribution wdu(*h th(»y fave)red: Ow(*n and Blanc w*en' Commu- 
nist.s, and b(‘lieved in approximate* <*(iuality in distribution, 
while the* others proposed rewards in ac(*e)rel with .some nu*asure 
of produedive contribution. Neverthcle*ss, tlu?y were* all pioiK*ers 

* Soe) above, p. 401. 



438 


HISTORY OF ECONOMIC THOUGHT 


in Socialistic thought, and all were more or less Utopian, or 
^'unscientific,'' — a statement, the full force of which will be 
realized when their ideas are compared with th(' thought of 
Rodbertus and Marx as set forth in a later chapter. 

It is scarcely necessary to criticize the thought of the early So¬ 
cialists. Their Utopianism vitiates a great deal of it. It is too oiu^- 
sidedly idealistic. It hardly touches scientific economic thc'ory, 
being essentially ethical. And from a practical standpoint, its 
bourgeois origin rendered it inadequate to me(»t the tl(‘mands 
of a suffering and increasingly class-conscious proletariat. 

On the constmetive side, a characteristic weakness is shown 
in the absence of any practicable plan for distribution according 
to wants or the other ba.ses proposed. The ideal of ''(‘quality" 
is ever illusory: absolute equality is relative' incfiuality, and 
equality relatively to unequal wants can hardly be attained by 
conscious control — certainly not by adopting any giv(‘n s(‘t of 
institutions. In some cases, the whole .scheme is invalidat(‘d by 
containing discordant elements which would probably int(‘nsify 
competition, etc. 

Proudhon's theory of value is subject to the .same criticism as 
that of Marx, who was influenced by him, and the criti(*ism of 
Marx's theory will be found in a later chapter. 

Considered from the standpoint of their eff('ct upon the 
stream of economic thought, the.se Socialists of the first half 
of the nineteenth century, though th(*ir influ(‘nce was largely 
indirect and rather gradual, are considerable importance'. 
In the first place, they raised the que'stion of distributive ju.s- 
tice in such a way as to make it more urgent, and plac(?d it in a 
new hght. Put in another way, they criticized economists for 
being content with what is, rather than what ought to be, 
and in so doing they especially criticize^d them for taking for 
granted various social institutions. In the.se criticisms, the 
Socialists discussed in the present chapter led the way for the 
German Historical School of economists, and the close re'lation 
between the Historical School and the "Socialists of the Chair" 
is suggested. 
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In th(^ sc'cond place, then, these early Socialists brought out 
the significance of property and inheritance, with resix?ct to 
both distribution and production. On the one hand, they all 
einphjisiziMl tlu^ importance of proixTty rights as affecting dis¬ 
tribution, tending to pUice the que.stion of property didribution 
before that of income distribution; while the economists generally 
took the formcT for grant(*d. On the other hand, some of them 
made the point that the socialization of property would do 
away with wasteful or less us(*ful production. They did not 
acc(‘pt private* prop(*rty as a fixed fact. They taught that it is 
a relative* institution with an histemcal de*vede)pment. So far, 
the*y we‘re* e*()rre*ct. But the*y went l)e*yond re‘ase>n whe*n they 
argue‘el fe)r the al)e)lition e)f private* pro{H*rty, iiLstead of modify¬ 
ing the‘ .se()j)e‘ or e*onte'nt e)f pre)perty rights. 

Again, the*y all taught .senne* basis fe)r distribution other than 
costs as ele*te*rmine‘d by e‘ompe*tition. With Saint-Simon, it 
was “To e‘aeh aerording to his e*apae‘ity, to each capacity ac¬ 
cording to re'sults.” Fourier wenild have rewarded ‘‘each 
acce)reling te) his e'apital, his labe)r, and his .skill.'' I^uis Blanc 
maeie* wants — or was it “ne*e»els‘'? — the basis. Proudhon 
saiel: “The* e'apacity, given to all, of accemipli.shing a social 
task, -— and the* impossil)ility of paying one lalwrer, save in 
the* pre)due*t.s of ane)the*r,- justify the e*eiuality of wage*s." These 
ide*as, e)f e-enirse*, would e*hie*fly affe'ct wage the*ories and |X)licies, 
in .so far as the*y e*xerte*el any influe*nce. 

The*ir general e*mphasis e)f the* .se)cial point of view and of 
the* .se)cial nature* e)f the prexiuctive* ])re)ce\ss, no doubt serv’ed 
jis a .stre)ng ce)rre*ctive' fe)r the e*xtremely individualistic tenden- 
cie*s e)f the Cla,s.sie*al Sche)e)l. 

And cle)se*ly re*late*d to this point, is the influence that they 
have e*xert('d in the* dire'e*tion of practical coo|H'ration. Owen 
and Fourier are* to be reme*mber('d in this ce)nne*ction. Not only 
did th(*y stimulate many practical experiments, but the dis- 
cu.ssion of the*ir ideius, or those similar to them, hiis figured 
prominently in tlu'orie's of labor and wages. 

Finally, these men had ideas of some sort of social evolution. 
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They are to be remembered in connection with the id('a of 

stages’^ in the evolution of society, the thought of Saint-Simon 
and Fourier being most elaborated on this point. TIu' Saint- 
Simonians believed that ^‘Humanity is a collectivt' b(‘iiig whi(*h 
develops; that being has grown from generation to gcau^ration, 
as an individual man grows, in the succc'ssion of life pca'iods 
[dgesy^ ^ And Fourier thought of humanity as pui*suing a 
career in which there were three great stage's with eight pea’iods. 
But all the^e Utopists lacked a tnie historical sense' e)f institu¬ 
tional development, a fact which is evidencenl by the'ir failure 
to appreciate the social value of private property, religie)n, anJ 
marriage, and their advocacy of the abe)lition e)r ele*strue*tie)n 
rather than modification e)f such institutie)ps. 

^ Doctrine dr Saint-^imon. 1*^ An , p 45 VvmiHt Coiiito’s idriis uloiiK tfiin line 
were in part drawn from Saint-Simon, who waa his teacher for a time. 



IV. THE RESTATEMENT 


Ilicardo had dcv<*l()|)c‘d a certain sidc‘ of Adam Smith's jxjlit- 
ical (‘coiiomy, carryiiij^ it to its loj^ical coiichision. B<‘ntham 
d(‘V(‘lo|H*d utilitarianism; Malthus addod his th<‘ory of pf)i>u- 
lation; S(*iiior his al)>tiiu‘U(*«‘ theory; and s(‘veral writers eoii- 
tributi’d refm(‘me!its at this or that point. Then* was still n><»m, 
hoW(*V(*r, for one* who should he broad enough to .surv(*y the 
whole fi(‘ld, and fus(‘ these various elements into a syst<*matie 
body of doetriiu*. In fact, was m‘(‘d for a revision of the 

(dassieal (*eoia»inii‘s: a n^vision w'hi(*h would take into eonsid- 
('ration both the eritieisms of th(‘ old system of thought, and 
th(* ehan^(‘s in industrial and .social eondition^; one that would 
r(‘aliz(* th(* insuffiei(‘ney (»f th(' (‘xi-^tiuK political economy with 
n'lation to the [irobleins of inod('rn soei(*ty, and at l(*ast prepare 
th(* way for a new* (‘conomi(*s. 

At this junctun', John Stuart Mill ('ann* uiwin th(' sc(*n(\ 
Mill was infliK'iua'd by most of the tliounlit tianhaieies which 
hav(* thus far b(‘en obser\ed. Tpon him, j)lay(*d not only the 
full force of Ricardian ('conomi(\s, supplementt'd by Henthamic 
utilitarianism, but also such divi'r^t^nt or opjiositc* stn*am.s of 
thought as French Socialism, ('omt(‘'s broad (’oiu'ept of a social 
sciiMKM*, and what Mill him.<elf calhal tln' Ch*nnanO“('oh'ridgian 
philosophy of history. Sismondi's id(‘als of social n*form wert' 
W(‘ll known to him. H(' was cwtai a(’(|uaint(Hl with (^trey's 
bizarn' critici.'^ms of da.ssical doctrine's. He wrote at almost 
('xactly th(' same timi' tliat Rosch(*r and Ilildt'brand did. 

J'Ik' n'.sult, how('V(*r, was no revolution-- not even a ri'con- 
st met ion—but nu'rely a restatement of Classical ecoimmics 
(with minor nwisions), mixfxl with thoughts on social reform 
))olici(*s. As we shall see, Mill w'as too dee'ply imbued with 
Ricardianism to Ix' abh' enther to rise much above it in his 
economics pro[)(*r, or to cliange his e(*onomics into a sociology 
or a philosopliy of history — had that been desirable. 
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JOHN STUART MILL 

If Adam Smith may he called the Father of Political Economy, 
John Stuart Mill was his chi(‘f heir in the direct line. He it 
was who, about the middh* of the last century, combined, re¬ 
stated, and modified the teaching of Smith, Malthus, and 
Ricardo, and so .successfully that his work hius had an effect 
upon iMiglish tliought .second to none. 

Writing at a considf-rably lat<*r date than his great prede¬ 
cessors, Mill fell within the play of new forc(‘s. As will be s('en, 
th(» common characterization of his thought j\s transitional, Is 
strikingly just. It is (*.ssential, them, to study carefully hi.s 
biography, to th(' end that the.se forces may be appreciat(Hl. 

Life and Works. - John Stuart Mill wiis born in I^ondon, 
May 20, 1800. His father, James Mill, wiis a man of consider- 
abl(i eminence* as an historian, a philo.sopluT, and a political 
ccoi\omist. The* be*st-known work written by James Mill was 
a History of British Inelia. He wre>te also a f^olitical economy, 
which, thenigh little me)re than a r<5sum^ of the work e)f e)thers, 
was of considerable* influeiua* with fe)llowers of Ricardo. 

'I'he education of John Stuart Mill was a remarkable and, 
in some* re‘spe*cts, a most .succe\ssful e*xperiment. It was partly 
to d(‘seribe this expe*riin(*nt that Mill wrote his Autobiography. 
From the (*arlie'st years of his life, his father trained him with 
the intention of making him pn»ci.s(*ly what he Ix'came. Mill 
undoubtedly exagg(»rated the eflf(*cts of the education he re¬ 
ceived, and underrated his own natural powers; but its influence 
was d(M?p and lasting. He could not rememlM*r the time when 
ho began the study of (Ireek, but was told that it was when he 
was three years of age. In his eighth year he began the .study 
of Latin, and when twelve, had read some of the chief classics in 

•143 
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that tongue. Between his seventh and tenth yc'ars, while living 
in Newington Green, he was accustomed to take daily walks 
with his father, during which he would n'luler an account of 
what he had read the preceding day. While reading, h(' made 
notes on slips of paper and from these prepared a narrative. 

In this manner he read and discussed Robertson's histories, 
Hume, Gibbon, Watson's Philip II and Philip Illy H(X)ke’s 
History of Romey the last two or three volumes of R()llin’s A ncient 
Historyy the Langhornes' translation of Plutarch, Bunu't's His¬ 
tory of His Oim TimOy and the histori(‘al part of tlu‘ .1 rinual Reg¬ 
ister from the beginning to about 1788. He appc'ai-s to ha\'(' n^ad 
these works voluntaril}^ but his father assigned him oth(*r books 
to read, which would not have interested him sufficiently to 
have led him to read them of his own ac(*ord.^ 

It was after he had accomplished this work in Latin, Gna'k, 
and history, together with some training in logic, and wh(*n he 
had already arrived at the advanccxl age of thirt(M‘n, that he 
took a complete course in political economy. This wius in 1811)! 
Two years before this time, Ricardo had published his treatise 
on Political Economy and Taxation. Mill says of this work: 
‘^My father's loved and intimate friend, Ricardo, had short I v 
before published the book which form(‘d so gr(*at an (»i)och in 
political economy; a book which nev(»r would have be(‘n pul> 
lished or written but for the entreaty and strong encourag(‘ment 
of my father; for Ricardo, the most modest of men, though 
firmly convinced of the tnith of his doctrines, de(*med hims(‘lf 
so little capable of doing them justice in (‘X|)osition and expr(\s- 
sion, that he shrank from the idea of publicity." ^ Ricardo's 
work was not suited for use as a textbook, and the elder Mill 
accordingly conceived the idea of writing one which should 
contain Ricardo's doctrines. In his walks he lectured to his 
son, and made him write out and read the next day an account 

^ Among such ho mentions Millar’s Hialorical View of the Enolish Government, 
Mosheim’s Eccleauislical History, M'Crie’s Life of John Knox, Stjwel’s and 
Rutty’s Histories of the Quakers, Beaver’s African Memoranda, CkjUins’ Account 
of the First Settlement of Niw South Wolec, 

* Autobiography, p. 27. , 
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of what had Ihm^ii said. THq notes thus pr(*f)an\l wen? used by 
th(» fath(*r in writinj^ his Elemenis of Political Kcotunnij, Aft(*r 
this work wjis eoinplided, young Mill went through Ricardo 
with his fath(T, who ciuestioned him and explaiiunl difficultk^s 
only uft(‘r th<‘ boy had givc^n the Ix^st explanation he could. 
Th(‘ study of Adam Smith in the same manner follow(xl that 
of Ricardo. 

When Mill was fourt(‘(*n years of age, that is, in 1820, he 
went to France* and sp(*nt a year th<*r(*. While in Paris he passed 
a considerable* time* in the house of J(*an Baptiste Say. It will 
be* thus see*!! that .Mill was brought up under such economic in- 
Huence‘s as would naturally lead him to a firm belief in th(* 
doctrine‘s of Adam Smith, Malthus, and Ricardo.* 

Fpon his return to Fngland in 1821, wh(*n fift(*i‘n ye‘ars old, 
he* b(*gan the* study e)f iioman and Knglish Law. His father 
put inte) Ins hands at the* commene‘e‘ment of his l(*gal studi(‘s 
l)ume)nt’s Traite de lajislaliofij whie*h contain(*d an <*xi)osition 
e)f the* princi|)al spe‘culatie)ns e)f ,Ie*re*my Be*ntham, the* distin- 
gnishe*el Fnglish jurist and fe>unde*r e)f the utilitarian syste‘m of 
me)rals. He*ntham was a frie*nd e)f his fathe‘r s, and young Mill 
had e*nje)ye*el the* advantage* e)f living with him a part of e*ach of 
the ye*ars frean 1814 te) 1817. 

^\'hat .Mill says e)f his j7e*ni.sal e)f l)umont\s Traits dc Pgisla- 
(ion is ve'ry significant, and (juite n‘markable when one r(*me*m- 
b(*rs that it is the* d(*.scription of the thoughts and feelings of a 
boy of fifte*e*n: — 

“'rhe* re'iuling of this be)ok was an c|)och in iny life; one of the 
turning pe)ints in my mental histejry. 

“ My pre*vie)iis exlue-ation had l)een, in a certain sense, already a 
course of Benthamism. The Henthamic stanelard of ‘the greate'st 

* Mill httd un(loul)to<lly rt»nmrkahlo aUviintaKOH. Uo wtue 8urronn<KHi hy (treat 
nion, 118 , e hw fiilher, his father’s friemls, Uieardo. Beiitham. Cirote. and John 
AuHtin. Mis own fru'iida and eoinpanionH wen* C'harles .\u8tin, Maeaulay, Hyde, 
('harle.8 Villienj, Strutt, afterwania Lonl liel|H»r, Uointlly, afterwania Lord 
Koinilly and Master of the HoIIm, William Kyton T<H>ke. ami of the |>olitioiU 
ej*onomi.st who wrote the Hmtory of Prirtu, William Kllia, «ui oritciiiiil inveatiKator 
in politieal cronomy, George (irahani, Frederic Maurice, and John .Vrthur lloe- 
buck. 
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happiness' was that which I had always been tauglit to apply; . . . 
Yet in the first pages of Bentham it burst upon me with all the force 
of novelty. What thus impressed me was the chapter in which Hen- 
tham passed judgment on the common modes of reasoning in morals 
and legislation, deduced from phrases like Taw of nature,’ ‘right 
reason,’ ‘the moral sense,’ ‘natural rectitude,’ and the like, and char¬ 
acterized them as dogmatism in disguise, imposing its sentiments 
upon others under cover of sounding expressions which convey no 
reason for the sentiment, but set up the sentiment as its own reason. 
It had not struck me before that Hcntham’s princij)lc put an end to 
all this. The feeling rushed upon me that all previous moralists 
were superseded, and that here, indeed, was the commencement of 
a new era in thought. . . . When I laid down the last volume of the 
TraiUj I had become a different being. The ‘j)rinciple of utility,’ 
understood as Bentham understood it, and applied in the manner in 
which he applied it through these three volumes, fell exactly into its 
place as the keystone which held together the detached and fragmen¬ 
tary component parts of my knowledge and beliefs. It gave unity to 
my conceptions of things. I now had opinions; a creed, a (hxjtrine, a 
philosophy; in one among the best senses of the word, a r(‘ligion; 
the inculcation and diffusion of which could be made tlu* principal 
outward purpose of a life. And I had a grand conception laid before 
me of changes to be effected in the condition of mankind through 
that doctrine.” 

During this ‘‘crisis” in his mental history, also, Mill bt'caiiK* 
acquainted with and was admittedly influenc(*(l by the Socialistic; 
doctrines of the Saint-Simonian school.^ In later yc'ars, and 
before writing his Political Economy, he; reacted from the; somc?- 
what extravagant notions concerning the merits of Benthamism. 

^ See above, p. 427. Since Mill’s death in 1873, Mi8.s Taylor, his 8tfi>-<lauKhtt»r, 
has given to the world the contents of a manuscript ho left, which was the begin¬ 
ning of a work on Socialism. It was published first in the Fortniohtly Ut vi* w and 
has since appeared in lx)ok form. In a “ Preliminary Notice” Miss Taylor says: 
‘‘It was in the year 1869 that, impressed with the degree in which oven during' 
the last twenty years, when the world seemed so wholly occupied with other 
matters, the socialist ideas of speculative thinkers had spread among the workers 
in every civilized country, Mr. Mill formed the design of writing a book on 
Socialism. Convinced that the inevitable tendencies of modern society must bo 
to bring the questions involved in it always more and more to the front, he 
thought it of great practical consequence that they should bo thoroughly and 
impartially considered, and the lines pointed out by which the best speculatively- 
tested theories might, without prolongation of suffering on the one hand, or 
iinnecessary disturbance on the other, be applied to the existing order of things.” 
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His undoubtedly deep emotional nature, under the influence of 
his wife, l(*d him more and more toward idealistic Socialistic 
beliefs. He could never be classed as a Socialist, however, and 
his latest writing shows that he had reacted somewhat from his 
leaning toward Socialistic doctrines. 

Mill prof('ss(Hl to have obtained great assistance in his w'ork 
from his wif(‘, a Mrs. Taylor before .she marrif^d him. He calls 
his ae(iuaintanc(‘ with her ‘‘the most valuable friendship of 
my life.’' He probably goes too far in ascribing to her all that 
is b(\st in his writings, as he does freqiuiitly. He thought his 
work on Libertij destined to live longer than any other of his 
works because' slu' had gone through every sentence of it with 
him. It is doubtful if the majority of his readers agn'e wdth him 
in th(^ comparative ('stimatc' he placcnl on that work. 

In 1828, Mill ol)tain(‘<l an appointment from the East India 
Company, in the* office' of the' Examine'r of India (Correspondence, 
finally rising to the ]K)st of Examiner, in which ix)sition he n'- 
maiiK'd as loiig as the' East India ('eanpany exisKni as a political 
body. Tiiis was until 1858. He' e‘e)nsiel(*n'il his office we^rk as 
on the' whe)le' an aelvantage* te) him, ina''nuie’h as it brought him 
in cemtact with the* busine"'S we)rlel and save'el him frean specu¬ 
lative' e‘rre)i's intei whie*h he* might have' fallen, had he be'e'ii le.ss 
acquaiiite'd with re*al life' and the motives by which men are 
influenced. 

Mill be'gan to publish his writings in 1822, when sixtee'n years 
of age'. At fii*st h(' wre)te' article's for the newspapers on economic 
.subje'cts, libe'rty e)f thought and spex'e’h, etc. The Westminster 
Review w^as fenmde'd in 1824 by Rent ham as an organ of Radical¬ 
ism, and to this Mill was a fre'quent e'emtributor. In the following 
years, he was ('mple)y('il l)v Be'ntham to revi.se and (xlit the 
manuscript for his fivc'-volume work on lOvidence. But he con¬ 
tinued to write nume'rous lU'w.spaper article's anel e'ssjiys for 
magazine's, particularly for the London and Westmituder RevieWy 
of which he w'as enlitor fe)r a tinm, and later for the Fortnightly 
Review. Five' ve)lume\s e)f his c'.s.says have appeared in book form, 
with the title Dissertations and Discussions. 
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The first important book Mill published was his System of 
Logic, the first edition of which appeared in 1843, the ninth 
in 1875. It is regarded generally on the Continent, as also in 
England, as one of the mo.st important works on the .subject 
ever written. A collection of Essays on Some Unsettled Questions 
of Political Economy appeared in 1844, although they had been 
written in 1830 and 1831, and at the time had been declined 
by a publisher. The Principles of Political Economy appe-an'd 
early in 1848. A seventh edition was publi.shed in 1871. 'Pho 
following works appeared .successively: On Liberty, Considera¬ 
tions on Representative Government, Utilitarianism, Examination 
of Sir Wm. Hamilton’s Philosophy, ami Subjection of Women. 

Mill was an independent member of Parliament from 1858 
to 1868. He used his position to advocate advanc(‘d liberal 
ideas, in particular the suffrage for women and the laboring 
classes. Ho also took up the cau.se of Ireland, favoring a per¬ 
manent tenure at a fixed rent for Irish tenants; and brought 
out his ideas on this subject in a pamphlet, entitled England 
and Ireland, published in 1868. 

When one turns from Quesnay, Turgot, and Smith directly 
to Mill, one at once feels that a new era has beem entc^nKl. 'Phe* 
science of economics has lost its youthful simplicity and naiveti. 
It is more elaborated; many parts have acquinsl an entirely 
different significance in a new time and under changetl circum¬ 
stances. This corresponds to a changed environment. Manu¬ 
facturing industry has made gigantic progress by the iiid of 
numerous inventions, as steam power, railways, and a minute 
division of labor. The laborers arc no longer employed chiefly 
in the country and scattenKl here and there, as in "Purgot’s 
time and particularly in France, but are crowded together in 
great cities. Manufactures are no longer conducted in small 
workshops, in which a few journeymen and apprentices labor 
side by side with the master, but in immense factories, where 
the capitalist stands at the head of hundreds of human beings. 
Large establishments begin to crowd out the little man. Popu¬ 
lation has grown rapidly, and the want of land makes itself felt. 
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Il('al estate owners tak(5 advantage of the situation regardless 
of the W(‘lfar(* of other classes. While Smith, less than a century 
befon^, was able to praise the self-sacrificing generosit^^ of the 
landlords and farmers or country gcaitlemen, the power of 
gov(irnment is now appealed to for protection against their 
selfishness. 

Nature', too, is viewed in an entirely different manner by Mill. 
In tlui time of Turgot and Adam Smith, the physical environ¬ 
ment was looke^d upon optimistically enough as a kind, Ix'iievo- 
lent i>ower. Jean-Jac(iu(‘s Rcjusseau had found eager ILsteiu'rs 
and b(‘liev('rs wlu'ii he* preache'd th(i doctrine that nature would 
make' all men happy if fre'e; ceairse we're only give'ii to her laws. 
Le't nature' aleine*, was iho cry, anel all will Ixj we'll. In the time 
of Mill, howe've'r, nature is viewe'd as a harel anel he'artle*ss powe*r. 
Civilization is re'garele'el as a struggle te) overe'ome the limitatiems 
e)f the', natural e'livironme'ut, anel the peiwer of the state is in- 
veike'd te) bring abemt gre'ater justie'e anel eeiuality than would 
re'sult freini natural foren's. The're has come the be^ginning of a 
reae'tion against the ide'a that man is rule'el by the environmental 
fe)re*e's of nature. 

The Principles of Political Economy, — John Stuart Mill’s 
chie'f writing e)n lM‘e)ne)mie*s, as alre*aely state'el, ap|)eareHl in 1848 
unele'r the full title e)f Principles of Political Economy xcith Some 
of Their Applicatiom^ to Social Philosophy A Political Economy 
he* ele'fine's as a scie*ne*e* ele*ahng with “the nature e)f We'alth, and 
th(‘ laws e)f its i)re>elue*tie)n anel eli.stributie)n: inclueling, elire'ctly or 
re*me)te'ly, the* e)pe'ratie)n e)f all the* e*ause's by which the! coiulition 
of mankiiul, eir e)f any seicie'ty e)f human In'ings, in re'spoct of this 
unive*rsal e)bje!ct of human desire, is made prosperous or the 
reve'rse*.^^ ^ 

Mill was the first among the Icaelers of English economic 
thought to adopt an arrangement similar to that now common 

* Tho t)o<)k was written during the course of two years. ThouRh it wont 
through seven editions in Mill’s lifetime, it was not thoroughly revised and 
frtHMl from inconsistency. For variation in editions, see article by M. A. Kills in 
Ecjniomic lit view, UM)(), pp. 21U -S02, and Ashley's recent edition. 

‘ Preliininary ilomarks. paragraph 2. 
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in our textbooks: his five books being on Production, Distribu¬ 
tion, Exchange, Influence of the Progress of Society on Produc¬ 
tion and Distribution, and The Influence of GovernnKMit. In 
this, he follows in part his father and the French expositor of 
Adam Smith, J. B. Say.^ He differs from l)oth, however, in 
abandoning their plan of devoting a distinct book to Consump¬ 
tion, and from Say in adding one on Exchange. 

Though Mill added little to economic theory, his formulation 
of the doctrines of his predecessors, together with certain illus¬ 
trations and applications, was such that his book was a leadiiig 
authority throughout most of the second half of the niiu‘t(H‘nth 
century. It is, therefore, fitting to discuss the essentials of his 
teaching. 

In his introduction, he defines “wealth’^ and distinguish(\s 
national or social wealth from individual wealth; attacks M('r- 
cantilistic ideas; passes in rapid review the various economic 
stages of society as he sees them; refers to the great in(Kiualiti(*s 
in wealth among different countries, which are partly du(5 to the 
laws of production (which are natural and not arbitrary), and 
partly to laws of distribution (which are largely infliuaicc'd hy 
human institution, and are arbitrary). ‘‘The laws of Production 
and Distribution, and some of the practical cons(Miu(aic('s d(*duc- 
ible from them, are the subject of the following tn^atise.’^ 

He takes wealth to be “All useful or agreeabhi things which 
possess exchangeable value,and adds that (‘ssential (lualitics 
are susceptibility to accumulation and a material nature. He 
would personally have preferred to make “durability” a test, 
rather than material nature; and he both argues against a 
“transferability” test, and favors including human skill. But 
the Classical concept was accepted on grounds of (expediency. 

Value, — Without any attempt to develop his ideas in the 
order he adopted, what Mill himself called a fundamental 
question, namely value, may at once be taken up. 

In answering this question, he immediately introduces the 

»For discussion of this subject see Cannan, Production and DUiribution, 

pp. 32 ff. 
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rj^ador to a threefold chtssificatioii of commodities. In the first 
class, fall those which are absolutely limited in supply, and are 
not incr(»iisal)le at ph'asurc, as, for instance, rare pictures. Here, 
too, for short periods of time. Mill includes labor, articles of 
international trade, and all cases of monopoly. 

In this first class, value de|)ends upon demand and supply: 
**the valiKi which a commodity will bring in any market Ls no 
other than the value which, in that market, gives a demand just 
suffiei(Mit to carry off the existing or ex[)ected supply.*' * Mill 
states that by d(*mand we must mean 'S'ffeetive** demand, and 
to make dcanand and supply comparable, he takes them to mean 
the (luantity d(‘mand(‘d and th(‘ quantity supplied. As his ‘Maw 
of dianand and suppl}^" ai)plies without modification to this 
class aloiK!, it is important to ascertain what this law is. “The 
law is, that tlu' dcMuand for a commodity varies with its value, 
and that the valu(‘ adju.sts itself so that the demand shall \>e 
ecjual to the supply." And it was Mill's idea that where 
co.st of ])r()ducti()n enters — as, he argues, it d(K's not in this 
first cla.ss — anothcT law controls. 

A.ssuming, as Mill do(‘s, a c('rtain value to begin with, his 
statement of the law does not satisfy one who desin^s to know 
the (^ius<' of value. It lacks an analysis of the .sources of demand.* 
Th(i recognition of tlu* intiirn^lation of demand and supply sug- 
gestcnl, however, .sei'ins worthy of note. 

But this first ela.^^s of commodities Mill h(»ld to Ix) of relatively 
little importanc(^ in the theory of value. The great majority 
come under his .s(»eond class: commodity's which, Ix'ing the re¬ 
sult of “labor and ('xiK'iiditure," can be incn'ased in indefinite 
quantity. IL'rc Mill distinguishes natural (normal) and market 
values, and desires to find a law other than that of demand and 

»Bk. Ill, Chap. II. §4. 
camp. IX, §;r 

^ JevoriH rriticized Mill’s theory as follows: **It [Mr. Mill’s equation] consists 
in stating that the <|uantity x given by A is equal to the tpiantity x receivctl by 
B. But this must necossarily Im? the riiso if any exchange takes place at all. The 
theory of value, a.s expounded Ijy Mr. .Mill, fails to reach the root of the matter, 
and allow how the amount of demand or supply is caused to vary.” (Theory o/ 
Poliiicil Economyi IS71, p. 102.) 
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supply for the regulation of the former, — of ‘‘permanent or 
average values/’ At any given time, demand and supply deter¬ 
mine market value, and they always rule its oscillations. But, 
where goods are producible, there is a minimum point set by 
cost of production; and, if they can be indefinitely multipliea, 
the minimum is also a maximum.^ This is the normal value 
point. Goods whose costs of production arc the same must 
normally have the same exchange value. In class two, tlu'ii, 
there is “a superior force which makes value gravitates towards 
cost of Production,” ^ — the tendency of supply to increase' to 
the point of lowest profitable i)roduction. Te) put it in ane)the'r 
way, there is a “latent influence” which make's value's ce)nfe)rm 
in the long run to the cost of production. This is thes variation 
which would otherwise take place in supply: if a ge)e)d were? to se‘11 
above the “ratio of its cost of production,” its supply would 
increase, and vice versa. 

Thus the value of reproducible commodities doe's not de'pe'iiel 
on mere demand and supply, except when there is disturbance, 
and pending the adjustment of supply to de'mand. 

This is clearly an undue emphasis of supply. Supply is spok(*n 
of almost as a metaphysical entity. The^ influence of variation 
in demand is slighted. In case^ of a fluctuation, for example, the' 
modus operandi runs thus: (1) “Natural” (normal) value Cepials 
cost of production plus profits; (2) there is a certain demand 
for a certain quantity at this value; (3) to this demand the 
supply endeavors to conform, — “the pe'rmaneait tendency e)f 
supply is to conform itself to the demand which is found by e'X- 
perience to exist for the commodity when selling at its normal 
value.” 

But what are costs of production? Mill inclines, though not 
consistently, to take the entrepreneur’s point of view, and in¬ 
cludes wages and usual profits. In this, he accepts Sc'iiior’s 
analysis. He agrees with Ricardo so far as to say that the rela-- 
tive value of commodities depends principally on the quantity 

^ Bk. Ill, Chap. Ill, § 2. Free competition assumed. 

* Ibid,, last paragraph. 
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of labor,^ and that in variations of value the quantity of lal>or 
is most irni)ortant; - but insists that fiuantity and nanuneration 
must both bo coiLsidcrod. ^Vs to rent, with certain minor excep¬ 
tions, h(i considers that it is not a part of costs. 

ConccTiiing the third class of commoditi(‘s, — those which, like 
agricultural produce^, may te incn‘as(id in supply indefinitely, 
but only by a more than f)roportionate increase in cost, — Mill 
says little. (And a discussion of tluj significance of incrciis- 
ing returns to value', will Ixi sought for in vain.) This class 
stands midway b(dw<M*n the others, value' IxMiig deiterrnine'd at 
the) point whe*re‘ costs e)f proelue'ing the needed supply are 
gre'ate'st. 

Mill's was an e)bje‘ctivei exchange theory. Ce)st of production, 
working through supply, was the' basis of it. But it wiis not a 
labe)r-(re)st th(*e)ry; and he' made .'<e‘ve'ral e*xe*e‘|)ti(ms te) ce)st deter¬ 
mination, so as te) cove'r e'ase*s in which e*ustom re'striets markets, 
or costs are joint. Its gn'at we»akne*.ss lie's in the' abse*nc(' of analy¬ 
sis of the fore'e's lying back of ele*manel anel supply, a difficulty 
which a followe'r me'e^ts by intrexlucing demand ])rice schedules 
anel supply prices se'lu'dule's.’ 

The Sluurs in Distribution in a Static Society. — As to the 
determination of re'iit, Mill was .substantially in accord with 
Kie'arde). The n'lit which any land will yie'ld with a given em- 
ployme'iit of e*apital is the' e'xce'.ss of its pre)duce, be'yond what 
woulel !)(' re-turne'd to the' .same' e*apital if e»inple)ye'd on the worst 
land in cultivation, .situatie)n be'ing e*e)n.sidere'el. Even if all land 
yielele'd rent, there woulel always be' an intensive margin, and 
some' agrie'ultural capital which paiel no re'nt. 

Mill sugge'sts, he)we've'r, that in e*ase'.s where them is an alter¬ 
native use', or ‘‘s(*arcity values" e'xist, rent may enter ])rice.^ 

He often re'gards the landowner .se)me'what as did Adam Smith: 
his exclusive power" over natural agencies is emphasized; 

* mi., Chap. IV, § 1. 

*Bk. Ill, Chap. IV, §3. 

* Marshall. Principles of Economics. 

^ For a (lis<Mirt.Mion and rritirism soo Ifanoy, “Rent and Price: *.Vltornative 
Uses’ and ‘Scarcity Value,”’ Quart. Jr. Econ., XXIV (Novomlx'r, 1910). 
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**rent is the effect of a monopoly” and ^‘the reason why land- 
owners are able to require rent for their land, is that it is a com¬ 
modity which many want, and which no one can obtain but 
from them.” But, again, perhaps with his mind on Senior, he 
states that the landowner has no true monopoly, inasmuch as 
any one may buy land. Mill does not so strongly assert that the 
interests of the landowner are opposed to those of society as did 
Ricardo, but he emphasizes the point that 'Hhe interest of the 
landlord is decidedly hostile to the sudden and general introduc¬ 
tion of agricultural improvements.” ^ 

Wages are determined according to a sort of devitalizcnl 
wages-fund doctrine. In ordinary circumstances, ho says, we 
may speak of wages as being determined by competition, or the 
forces of demand and supply with reference to labor. This may 
be expressed as the proportion between ])opulation and capital, 
if we understand by population only those who receive wag(\s, 
and by capital that devoted to wage payment! Such capital 
consists. Mill says, of that part of circulating capital })ai(l in 
wages, and funds paid to soldiers, servants, and other ‘^unpro¬ 
ductive” laborers. Obviously this statement of the case is little 
more than a mere truism. 

There is little direct evidence in the Principles of Political 
Economy that Mill held to the idea of a rigid wages fund. A 
few passages indicate such an idea,^ but it was not carefully 
analyzed, nor were its consequences thoroughly understood. 
Probably he would not have defended it so far as the long run 
is concerned. But he thought a rise of wages in one trade would 
necessarily mean an immediate deterioration in some other, and 
that some time must elapse before an adjustment could take 
place.* Later, in 1869, under criticism by Longe and Thornton, 
Mill made his celebrated recantation of the wages-fund idea.^ 

In connection with Mill's use of the wages-fund idea, his 

1 Bk. IV. Chap. Ill, 5 4. 

* Bk. I, Chap. V, § 9; and notably Bk. II, Chap. XII, § 1, last paragraph. 

® Political Economy, Bk. V, Chap. X, § 6. 

^ For discussion of this whole subject, together with some justification of a 
wages-fund theory, see Taussig, Wagea and Cajntal. 
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belief in the Malthusian principle of f)opulation should b(» re¬ 
called. This principle h(‘ strongly emphjisiz(‘d, and his discussion 
of wages is influenced, no doubt, by a d(*sir(* to show that, ac¬ 
cording to the fund idea, a limitation of population is practically 
necessary if Ixitter wag(\s anj to be; obtained. 

Profits an? closcJy ndatc'd to wag(\s. Mill cites Senior\s ab- 
stinencc' idc'a ^ with ap])roval, and then explains that abstinence 
is but a part of th(' cost coverc^d by **gross profits.” Resides 
inten'st, which is tlu' usual name for that part ()f profits received 
for abstiiKMice, “gross profits” includes wages of sup(*rintend- 
enc(‘ and iiuh'mnity for risk: it is the (^ntrepreneur-capitalist^s 
net incoiiK', — his surplus after paying wag(\s. Mill states that 
no practical (‘rror n^sults from disregarding n'lit in this case. 

The amount of th(* (*iitr(‘pron<‘ur-capitalist\s gro.‘^.s produce de- 
peiuls upon tlu‘ j)roductive pow(»r of labor. From this, he makes 
advance's in th(‘ shape of wages.^ Tlu' rate of profit, then, de- 
pe'iids on the* proportion of the produ(*(‘ of labor obtaiiK'd by the 
lal)or(*rs th(‘ms(‘lves. “\V(‘ thus arrive at the conclusion of 
Ricardo and othc'rs, that the' rate of profits d('p(*nds upon wages; 
rising as wage's fall, anel falling as wage's ri.se.” ^ 

Mill, howe'ver, woulel nie)dify this formula to the slight extent 
of substituting the jdira.se “e*ost e)f labor” for “wage's,” his 
grounel be*ing that real wage's is e)idy e)ne of srvrrnl factors deter¬ 
mining the ('m])le)y('r’s “ aelvance's,” the e)thei's bc'ing the price of 
subsisteue'e and the efficieiwy e)f labor. To the capitalist, cost of 
production is imt labor, but wages, “and since wages may be 
either gre^ater or le\ss, the eiuantity of labour being the same, it 
would seem that the value of the? prexiuct e'annot be determine'd 
solely by the quantity of labour, but by the quantity together 

' See al)ovo, p. 345. 

* “Blit materialtf and implcmcnta are prixlucetl by lalxiur; ... in the wliole 
process of pro<iu(‘tion, hcKinninf^C with the materials and tools and ending with 
the fininhed produ(*t, all tho advances have consisted of nothiiifc but waKca; 
except that certain of the capitalists concerned have, for the sake of general 
convenience, hatl their share of profit paid to them liofore the operation was 
completed. Whatever, of tho ultimate product, is not profit, is repayment of 
wages.” (Bk. II, Chap. XV, §6.) 

» Bk. II, Chap. XV, $ 6. 
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with the remuneration; and that values must partly depend on 
wages/' ^ 

In his discussion of profits, Mill shows some traces of an 
influence by Senior; but, on the whole, his thought is bas(‘d 
on Ricardo. He generally regards capital as advances to labonTs, 
chiefly in the shape of food or sums for purchasing food. Though 
he explicitly places capital with labor and land as a factor in 
production, he reduces it to stored-up labor in resolving all 
expenses into wages, and his recognition of its distinctness as a 
factor in production, is at times halting. This is in(*onsistent 
with his recognition of the abstinence l)asis for profits. 

In a word, here is found an illustration of Mill's imperfi'ct 
fusing of diverse ideas. If Mill had taken Senior's suggc'stion 
and treated interest separately, not trying to lump it togc'tluT 
with insurance, and especially with wages of supcTinteiuhaiee, 
progress might have been made. He was, how('V(T, too much 
under the influence of his early training in Smith and Ricardo.^ 

The foregoing comprises the chief j)oints in Mill's tlu'ory 
of value and distribution. Aside from exposition and illus¬ 
tration, he adds little to the framework of economic tlu'ory. 
His treatment of value is in advance of Ricardo's, how(n'(‘r, 
and his discussion of the relation of wages to profits, while 
weak, is also an improvement. 

Consumption and Produdion. — On the relation of con¬ 
sumption to production, there was much confusion in the 
Classical economics, and Mill was no exception to the rule. 

1 Bk HI. Chap. IV, § 2. 

* Bohrn-Bawerk is astray in stating that Mill gives three inconsistent answers 
to the question, “whence comes profit?” {Capital ami lrUcrv;st, Smart’s transla« 
tion, p. 40S.) Bohm-Bawerk fails to distinguish between possibility and neces¬ 
sity. Mill would not have thought of calling his adrni.ssion of productivity to 
capital a “theory.” Productivity, like utility in value, makes a return po.ssibic; 
but what “determines”? This was the question. The other was assumed. Mill 
consistently holds that the interest element in “gross profits” is payment for 
cost of al)stinence. This makes a certain payment necessary. As to Bohm- 
Bawerk’s discovery of an exploitation theory in Mill, it is illusory. He does not 
note the distinction between replacement and reward. As the result of a round 
of production (Mill’s statement in this passage is incomplete in imputing prorluc- 
tion to labor alone) the advances of the capitalist are more than repla(;ed, thus 
making possible a reward for abstinence. On this point see Bk. II, Chap. II, § 1. 
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He denied a distinct place to consumption, and gave no book 
or chapt(‘r to the subjc'ct. Utility,which was so iini)orlant 
in the dev(‘lopm(»nt of subst^quent th(?ori(‘s of consumption and 
valu(‘, he was content to leave with a sw(*eping general n*f‘ogni- 
tion that it is (‘sseiitial to exchang<' value. It is in conn(‘ction 
with his tr(‘atin(‘nt of capital and the wag(*s fund, however, 
that th(' confusion just referred to is most apparent; for here 
Mill alt(anf)ts to prove the ‘‘theorem‘ that “d(*mand for 
commoditi(‘s does not in any manner constitute a demand for 
labour/' Ilis id('a at this |)oint is that tlu? demand for labor is 
constituted by capital the wages fund — and that a chang(‘ 
in consumption only modifies the dir(‘ction of this aln*ady exist¬ 
ing ihanand; and through sev'eral pages, he struggl(‘s and twists 
and turns in the vain (4Tort to disprove* the sim])t(‘ fact that 
wants form the mainspring of economics and that the int(*n>ity 
and vari(*ty of consumers' demands act efT(‘ctiv(‘ly uj)on produc¬ 
tion and wag(\s,’' In fact, the payin(*nt of wag(*s its(‘lf may lx* n*- 
gard<*d as buying the utilities produced in part, at least, by labor. 

In a notable* chapt(‘r on Excess of Supply, which app(‘ars 
in his b(X)k on L]xchang(*, Mill (*xpoun(ls some ()th(*r phases 
of the relation of consumption to production that lu* had pointed 
out in his /sN.sny.v. He* argU(*s that, contrary to the lx*lit*f of 
Malthus, ('halmers, and Sismondi, a general ovi'i-supply or 
glut is imix)ssibl(*. Partial gluts exist, and may temporarily 
become* ge*n(*ral. In the* latte*r ('ve*nt, howe*ver, the situatiein is 
not due* to ov(*rsupply, but to an i*xea*ss of sp(*culatie)n leaeiing 
to a e*ollaps(* e)f creelit. In this, he fe)lle)ws Say anel his fathe*r, 
Jame*s Mill; but his ele*velopmeMit e)f the de>ctrine is an addition 
to the* Ricardian scheme. 

Int^ernaiionnl Trade. — Another contribution of Mill's was 
his deivelopment of the Ricardian theory of international trade, 

* “Tnith,” before 3d od. 

* Principles, Hk. I, e'hap. V, § 9. 

® Hut Mill himself says (Hk. I, Chap. X, $ 1) that produetion is “stimulated 
not only by tin* desin* of the produrers to augment their means of ronsumption, 
but by the inrreji.sinK number of the ronsumera.” It appears to be a iiiistaken 
idea of capital, its importance and relation to wages, that hnl him into error. 
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and especially its value aspect.^ Following Ricardo, his conclu¬ 
sion was that it is not difference in absolute costs of production, 
but in comparative costs, which determines international ex¬ 
change. If English cloth and corn both cost 150 days^ labor, and 
Polish cioth and corn both cost 100 days' labor, th('re will be no 
exchange; but if England's corn cost 200 days' labor, it will pay 
her to buy that commodity from Poland. 

All this was substantially Ricardo's doctrine. But Mill 
went further than his predecessor in reasoning that tlu' law 
that permanent value is determined by cost of ])rodu(*ti()n 
does not hold for foreign commodities. Capital does not mo\'e 
readily from one nation to another; but may remain in a coun¬ 
try having no advantages in production, and cause fonagn 
trade to exist. The value of foreign commodities dejx'iids rathcT 
upon the cost of producing the goods exchang(‘d for tlK'ni,-' that 
is, upon demand. In other words, international values oIhw a 
law of equation of international demand’': “TIutc is sonu' 
proportion at which the demand of the two countri(\s for ea(*h 
other's products will exactly correspond; so that the thing 
supplied . . . will be completely paid for, and no mon^. 

“Supply and demand are," in this case, “but another expression 
for reciprocal demand." 

In the third edition of the Principles, Mill comes to the 
conclusion that his theory is incomplete, in that the equation 
of international exchange might have its conditions fulfilled 
by many different rates of exchange. The rate at which intc^r- 
national values become adjusted, n'lnaincd indeterminate^ in 
his reciprocal demand theory. To supply the deficie^ncy, he con¬ 
cludes that it is necessary to take into consideration supply 
conditions, or, as he puts it, “the extent of the means of supply¬ 
ing that demand which arc set at liberty in each country by the 

' This was chiefly done in the first of his Esnays on Some Unsrttbd Questions 
of Political Economy (published 1844), but further contributions wore made in 
the third edition of the Principles (1852). Mill’s chief doRmatic contributions 
appear in these essays. The subject is treated in Bk. Ill, Chaps. XVI7, and 
XVIII, of the Principles. 

2 Mill here means, not entrepreneurs* outlays, but real costs. 

3 Bk. Ill, Chap. XVIII, § 6. 
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change in the direction of its industry After some floundering, 
we are giv(»n as a final result the statem(‘nt that the improve¬ 
ment in his theory 'Mo(‘s not se(‘m to make any V(*ry material 
difference in the practical n^sulf'! 

In criticism of Mill’s idea of international value, one notes 
that he is wrong in l)(‘li<‘ving that, in any ultimate sense, the 
cost of j)roducti()n in the other country dcx^s not enter — as 
he dimly p(‘rceiv(‘d by the time of his third edition. If the 
cost of the tilings exported Ini taken to enter, the question 
remains, “what deteriniiK^s how much must Ix^ i‘\port(‘d?'’ 
As ('lseNvli(»r(', Mill h(‘n* shows tla^ undigested character of 
his theory as a whole. Il(‘ does not bring his r(‘asoning siifficic^ntly 
into relation witli his geiKTal theory of valu(\ He mak(\s a 
diff('r(‘nce in degre(‘ appear as though it w(‘re oiKi in kind. 

Mill points out admirably th(‘ various advantages flowing 
from an extended intc'rnational trade, the saving in prices to 
consumers b(‘ing tlu* gn*at point. Accordingly, c('rtain “vulgar’’ 
Mercantilistic notions, nanu‘ly that a mark(‘t for surplus prod¬ 
ucts (‘xported is the b<Mi(‘fit, and that th(‘ national gain from 
comiiKM'ce coiiK's in the shape of profits to nua'chants, are dis- 
pos(*d of. In this coniK'ction, Adam Smith is criticized as not 
being (mtirely fret' from error. 

By introducing the law of supply and demand into the field 
of int<*rnational values. Mill furnished ground for new pro¬ 
tectionist arguments, and lit* himself pointed out tliat taxes on 
imports and exports might be st) adjustetl as to force the former 
to Ix'ar them at least in part. Mill, however, was fjir from being 
himself an advocate of prott'ction. 

The Influence of Progrct^s on Distribution in Dynamic Soci¬ 
ety, — In Book IV, Mill treats of t*lie Dynamics of Distribution. 
He contributes little to Ricardo’s ideas, in so far as economic 
principles are concerned, but it is here that he most jdainly 
shows the influence of Comte. After describing the elements of 
industrial progress, — invention, security, busiiu'ss capacity, 
united action, and otlu'r factors winch give man greater control 
over nature, — he proceeds to show (1) that prices of agricul- 
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tural produce tend to rise, while (2) a {)eri)etual tendency to 
increavse the productive power of labor in manufactures causes 
manufactured articles to fall in price. Thus the rent of land 
increases; money wages rise; the rate of ])rofits falls. 

In spite of industrial progress, the increast^ of laborers is 
ordinarily such that a greater population is enabl(Hl to live the 
same life of drudgery and imprisonment. “Only when, in 
addition to just institutions, the increase of mankind shall be 
under the deliberate guidance of a judicious foresight, can the 
conquests made from the powers of nature . . . Ix'cornti the 
common property of the species. . , ” ^ 

In the last chapter in Book IV, “On the Probable Futurity 
of the Laboring Classes,” he wishes to fix attention upon im¬ 
provement in distribution and a larger remuiuTation of lal)or, 
as the desiderata.^ These ends may be achiev'cnl by a voluntary 
control of population arising with better education and the 
opening of employment to women, and by “a mon^ and more 
complete realization of the ends which Socialism aims at, not 
neglecting its means so far as they can be employc^d with ad¬ 
vantage.” ^ He advocates “organization of industry” along the 
lines of LeClairc^s profit-sharing plan. 

Mill held that, ultimately, in si)ite of unlimited progress 
in the arts, a stationary state must be reached. In such a state, 
increase in material production and in population would \)o at a 
stand. Another result would b(‘ a minimum rate of profits; 
and one of the most interesting points in th(i Principles is the 
discussion of the “tendency of profits to a minimum.” 

Why? What minimum? When? one asks. Mill argues that 
were it not for the opening of new outlets, the expansion of 
capital which accompanies Ihe progressive state would soon 
reach a limit, and capital receive the rate which would be the 

^ Bk. IV, Chap. VI, last paragraph. 

2 It is to be leiriembered that this chapter was largely affected by his wife and 
by his later interest in radical sfjcial reform. On the whole, its tone is very 
different from the main body of the work, which was drawn from Ricardian 
thought, somewhat influenced by Comte. It might almost bo regarded as a sort 
of appendix inserted in his hastily written volume. 

3 § 5 . 
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lowest that would induce people to accumulate savings and 
employ them productivcjly. Two forces cause this expansion: a 
diminution of risk, and increase in providence. Accordingly, 
‘Svhen a country has long posse.ssed a large production, and a 
large net incom(^ to make .savings from, ... it is one of the 
characteristics of such a country that the rate of profit is 
habitually within, as it were, a hand's breadth of the mini¬ 
mum." ^ 

So far, this idi'a of a stationary .state and minimum profits 
might have conu' from the Wealth of Nations. Mill's reasoning, 
how(‘V(M*, is not based on a mere competition among capitals, 
but on the Ricardian ground. As capital increases, the numlx?r of 
laborers would or would not incn^ase. If it did, poorer invest¬ 
ments of agricultural (*apital would become necessary; the 
price of subsist(*nc(‘ would rise; .so with money wages; and, as a 
r(\sult, the rate; of i)rofits would fall. If population did not in- 
ciH'ase, th(‘r(‘ would be a greater capital to divide among laborers, 
and wag('s would rise, with the same re.sult. 

This last conclusion is based upon the assumption that even 
if ‘‘capital" wen? to increase, “there would not lx> any increase 
of the produce*," —^ an ^issumption pos.sible only if by increase 
in capital is m(*ant wag(\s-fund capital in the shape of sub¬ 
sistence. This a.ssuinption apjM*ars quite unreasonable when 
Mill's own emphasis of invention and “comity of action" are 
r(*called. 

Mill on the “Social Question.” — A point has now been 
reached at which Mill's views on what may be called the Social 
Problem may w(?ll be discu.s.sed.^ 

Two questions are to bo an.swered. \Vhat is the problem 
contained in the Social Question? What is the office of govern¬ 
ment in respect to its solution? This problem, perhaps the 
weightiest of our time, is also an important one in connection 
with political economy. But it is the same problem as that of 
utilitarianism. Without understanding Mill's utilitarian prin- 

* Bk. IV. Chap. IV, § 4. Mill excepts countries having large reserves of land. 

* Lange, J, JS. Mill's Ansichten dber die socialc Fragc. 
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principle of population than any other economist of his day. 
This fact is partly to be explained by his strong feeling that 
women were abused under the existing system. He dwells par¬ 
ticularly upon the sin of calling human beings into the world 
without having the means to support them. He wishes to 
strengthen the feeling of responsibility in parents, and to spread 
among the people an understanding of the consequences of over¬ 
population. ‘^Poverty, like most social evils,says he, ‘^exists 
because men follow their brute instincts, without due considera¬ 
tion. But society is possible precisely because man is not 
necessarily a brute.” 

A little farther on, he makes use of this strong language': 
** Little improvement can be expected in morality, until the 
producing of large families is regarded with the same feelings 
as drunkenness or any other physical excess. But while the 
aristocracy and clergy are foremost to set the example' of this 
kind of incontinence, what can be expected from the poor? . . . 
One would imagine that children rained down on married people 
direct from heaven; that it was really, as the common phrases 
have it, God's will and not their own, which decided the number 
of their offspring.” ^ 

It is, then, clear that above all things legislation must not 
weaken the feeling of responsibility in begetting children, but 
must strengthen it. In connection herewith. Mill explains the 
ground of his objection to a legal minimum of wages. It would 
remove all the barriers which now oppose overpopulation, until 
finally this world with its human race would resemble a gn'at 
ant-hill or a beaver colony. Such an interference of the state 
would, therefore, be productive of harm only. 

It must not be imagined that Mill had a priori objections to 
such interference of government. If the matter concerned the 
present generation only, he maintains that it would be possible 
to employ all, and to establish a minimum of wages. “Society 
mainly consists,” he says, “of those who live by bodily labor, 
and if society, that is, if the laborers” (is this an identification 

1 Bk. II, Chap. XIII, § 1. 



JOHN STUART MILL 


465 


of Ial)or(‘rs and society?) “lend their physical force to protect 
individuals in tlu' enjoyment of sui)erflnities, they are entitled 
to do so, and have always doiui so, with the reservation of a 
power to tax those superfluities for purposes of public utility; 
among whic^h purposes the subsistence of the people Ls the fore¬ 
most. Sincii no one is n^spoitsible for having bfxm born, no 
pc'cuniary sacrifice is too great to Ixj made by those who have 
more than (‘iiough, for the purpose of securing enough for all 
persoas aln‘ady in existence. But it is another thing altogether, 
wluMi thos<‘ who have pnxluced and accumulated are called 
upon to abstain from coiLsuming, until they have given food 
and clothing, not only to all who now exist, but to all whom 
these or their d('sc(Mulants may think fit to call into existence.’' 
That would, according to Mill, as already stated, reduce us to 
th(‘ condition of ants in an ant-hill. 

But th(' stat(‘ has by no mc'ans solved the social problem, 
when it has found in(*ans to pnivent starvation. A rise of wages 
is not occiisioiK'd thenjby, nor a fall of wages prevented. The 
purpose aimed at is higher wages, since, according to Mill, the 
prescMit condition of affairs is intolerable. 

Pas.sag(‘s hav(» be(*n (|Uoted indicating that Mill would prefer 
Communism to an unimproved continuance of our present 
system. But tlu^ choice do<\s not lie In'twinui ('ommunism and 
the continuanc(» of our present sy.stem without improvement, 
inasmuch jis it is po.ssible to bett(‘r the actual condition of things. 
The first measure to be introduced is universal education. The 
laboHirs lack the' means and the will to provide for the educa¬ 
tion of tluar class; the state must care for the schools. The 
iiLstruction ])rovided by the state should be thoroughly prac¬ 
tical in its character, aiming to develop sound common sense, 
good judgimait, and an understanding of surrounding circum- 
stanci^s. 

Besides schools, a participation in political affairs is an im¬ 
portant and necessary m(‘ans of educating the ix'ople. livery 
adult should have the right of suffrage, under the solo condition 
of demonstrating that he has improved the advantages of edu- 
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cation offered him. Taking an active part in politics is the first 
thing in modern times which accustoms the mind to more ex¬ 
tended interests and views than those merely personal, the first 
step taken outside of individual and family selfishness. ‘ 

Among the poorer, as among the higher, classes, the concept 
of a proper standard of life would be formed, and the in¬ 
crease of population would be limited thereby. Besid(\s, if 
public opinion were once far enough advanced to allow it, h'gis- 
lation could make it a legal offense for one to beget chikln'ii 
without having the means to support them.^ But Mill thinks 
that such a law would be unnecessary, if only woiikmi w('r(^ 
emancipated ‘‘so that they should not depend for their living 
upon the exercise of a single physical function.” Becoming 
more independent, they would not submit to the burden of large 
families.® 

At least two measures are suggested by which the govern¬ 
ment may permanently improve the condition of laborers: by 
extensive colonization according to Wakefiekrs system; ^ and 
by the sale of public land to the industrious poor, thus forming 
a class of small proprietors. The laws, too, ought to favor 
associations of laborers, cooperative undertakings, and volun¬ 
tary communistic experiments. 

Mill also recommended various measures to encourage im¬ 
provements on land, small holdings, and tlm cultivation of 
waste lands. He thought that it might be advisable for the 

^ Disaertations and Discussions, Vol III, “Thoughts on Parliamontary Ro- 
form.” The German economist, J. H. von Thunen, demanded universiil educa¬ 
tion as essential to the economic progress of the labor class much earlier than 
Mill, but was oversanguine as to the possibility of truly educating people in 
poverty. Der isolirte Stoat in Beziehuno auf Landwirthscfuift urul National- 
dkonomie, II Theil, I Abtheilung, “Ueber das Loos der Arlxjiter, cin Trauin 
emster Inhalts,” S. 41 u.s.w. 

* Principles, Bk. II, Chap. Ill, § 2. 

^Dissertations and Discussiona, Vol. II, pp. 411-449; “Enfranchisement of 
Women.” 

^ E.g., Wakefield, View of the Ari of Colonization, 1849. Proceeding from the 
idea that the highest productiveness of industry depends on a proper proportion 
of labor to land, Wakefield proposed that the goverilment reserve unappro¬ 
priated lands in the colonies, putting a higher price upon them than prevailed in 
the market, so as to prevent too hasty and extensive acquisitions. The proceeds 
were to be used for assisting the emigration of laborers to the colonies. 
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state itself to own land and lease it to codpc^rativc agricultural 
associations, or, in small portions, to individual farmers. 

The fact that land is limited both in cjuantity and (quality 
gives government a function to exercise respecting it. The right 
of property, which one enjoys in the fruits of one^s labor, e.xists 
only by support of the authority of society; and this support 
can be withdrawn. Now if the right of projxirty in that which 
one has cr(‘at(*d is of this nature, how much more dependent 
must be th(i right of proiK'rty in land, which nature, not man, 
created. Here private ])ro|Xirty is justific^d only if landlords 
make those im])rov(*m(Mits which Ixniefit society.^ The state 
should invariably r(‘s(*rve and exercise the right to interftTe 
when the public good d(*mands it. The single fact that the land 
sui)ply is limit(‘d, gives gov(*rnm(‘nt this right, which it ought 
to have in cas(i of all monopolies.- 

The Unearned Increment. — Mill was the first to use the 
term ^SuK'arned advantagi'^^ ^ in connection with land, a term 
since iH'come so significant as ‘‘un(»arn(Hl increment.The 
basis for thi^ idea is laid by Smith and Ricardo in their treatment 
of taxes on rent, but they do not advocate any absorption of 
economic rent as an unearned increment. Mill favored a fx^riod- 
ical valuation of land by the government, with the object of 
enabling it to take over tlxi difference in value, — the “spon¬ 
taneous increjise^^ which had accrued to rent.'* He assumed 
that there would be a ris(' in value, due to social forces, not to 
improv(unents by landlords. 

The fon'going account of some of MilFs views as to private 
propc^rty and the social question is btised upon his Principles 
of Political Economy^ or earlier essays. Mill later avowed him¬ 
self a Socialist ^ in a qualified and conservative sense of the 

* Princif)lfa, Bk. II, Chap. II, § 0; Dissertations and Discassions, Vol. IV, “ Ex¬ 
planatory Statement of the ProRramme of the Land Tenure Reform .Xssociation.*’ 

^ DisserUUwns and Discussions, Vol. IV^ “The Right of Property in Land.” 

® Firat used in third edition (1852); ‘‘unearned appendage,” “increment of 
rent,” in earlier editions. 

* Principles, Bk. V, Chap. II, i 5; Dissertations and Discussions, Vol. IV, 
"Land Tenure.” 

® Autobiooraphu, pp. 230-234. 
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term. Wliile he looked forward to a time when individual liberty 
might be combined with common ownership of raw mat ('rials 
and equal participation in the benefits of combiiuxl labor/^ 
he repudiated that tyranny of society over the individual which 
Socialistic systems were “supposed to involve.^’ 

Governmental Interference; Laisser Faire. — Thus far, the 
interference of government in economic affairs has been but 
incidentally mentioned. Further attention, howc'ver, should l^e 
directed to MilFs statement of the “rights^’ of governments 
and individuals, and the limitations upon them, for it has 
become a classic.' 

Government interference, according to Mill, should be lim¬ 
ited by a general right of citizens to their individuality^ in so far 
as such a right is not injurious to others, — if I do not injuni 
my fellows, I may be or think as I choose. “All restraint, (pia 
restraint, is an evil.’’ And a point greatly emphasized, is that 
a large degree of individual initiative is defiirable as a means of 
education^ 

He also considers that division of labor may be unduly re¬ 
stricted by the inability of the governim'iit to do all things, 
there being limitations upon its activity which do not ol)tain 
in the case of its individual members. This limitation might 
be more or less overcome by a greater division in administrative 
function; but, on the whole, Mill thinks that private activity 
is generally better and cheaper, as is shown by the fact that 
the government is seldom able to compete with private in¬ 
dividuals. 

Like his Classical predecessors. Mill held that the individual 
has both a greater knowledge of his own feelings and circum¬ 
stances, and more interest in his own well-being, than any one 
else. Accordingly, individual initiative is desirable except when 
it harms other individuals, or impedes their efforts to obtain 
their own good. 

^ Principles, Bk. V, Chap. XI. 

2 It is to be noted, however, that this point may sometimes have an opposite 
bearing. For example, an argument for municipal ownership is that the people 
would take interest in municipal affairs, economic and otherwise. 
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An objection to all acts of governmental interference lies in 
the inen^iused influence thus obtained by the state. This is 
always dang(n*ous, but nowhere more so than in a democracy. 
Individuality, a rich diversity of human development, is a 
source*, of all i^rogress, and should be jealously defended.' In 
his essay On Liberty^ Mill also portrays vividly the dangers of 
bureaucracy, showing how it substitutes routine for progrcssivc- 
ncss, and, being insufficiently subject to criticism, rushes into 
ill-advised crudities of policy. 

“Lai.s.ser/uirc, in short, should be the general practice; every 
departure from it, unless required by some great good, is a 
certain evil.'* 

But Mill allows a great place for government activity. Utility 
is the only t(‘st: if the greatest good of the greatest number is 
th(*r(*I)y c()nser\'(*d, let the government step in. He distinguishes 
two great classes of interfen*nce, according to method: Author¬ 
itative," in which the government says, "do this," or "do not 
do that", "Non-authoritative," or optional, as when the gov¬ 
ernment merely spreads information, establishes models, and 
the like. The burd(*n of proof rests heavily upon those who 
advocate the former; the latter is less oix*!! to objection. 

More specifically. Mill would |X'rmit government action in 
cases in which it is reciuired by the interests of consumers who 
arc unable to help thems(*lves. Here the com|x*tition of the 
market does not apply. The matter of schools, for instance, 
cannot be left to tlu* judgment of individuals. In the interest 
of the incompetent, as the insane; of those under a personal 
contract in i)erp('tuity, as marri('d women; and of those who 
hav(* but an indirect control over their property, as investors 
in joint stock companies, governments may properly interfere. 
Similarly, where people are acting for others, and are not prop¬ 
erly guided by self-interest, tis in the administration of charity, 
and in such public service as erecting lighthouses or conducting 
scientific experiments, there is room for public activity. 

In the foregoing cases. Mill is substantially in accord with 

1 PHnciplca, Bk. V, Chap, XI, § 3; On Liberty, Chap. III. 
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Adam Smith, ^ except that he gives a much broader api)lication 
to the principle of interference in behalf of the consumer, as 
such. But he goes much further when he says: ''There are 
matters in which the interference of law is required, not to 
overrule the judgment of individuals respecting their own in¬ 
terest, but to give effect to that judgment; they being unable 
to give effect to it except by concert, which concert again cannot 
be effectual unless it receives validity and sanction from the 
law.’^ 2 According to this principle. Mill would, under certain 
conditions, justify such measures as the legal establishment of 
a nine-hour day, and public administration of colonization 
schemes. 

Compar^g these two great English economists, one conclu¬ 
sion is that the difference in their opinions is associated with 
the difference in the extent to which utility was given r(‘in: 
Smith's belief in "natural law" forbade the immediate ap[)lica- 
tion of the principle of utility, and made his application of 
laisserfaire more absolute than Mill's. jMill was not coinmittc'd 
to individualism as an absolute generalization. The influeiu'c 
of Bentham's thought is thus apparent. Doubtless, too, this 
difference was in no small measure due to the industrial evolu¬ 
tion that had intervened. Just as Mill could say that his argu¬ 
ment did not apply to private corporations, though now they 
are the dominant form of business organization; so by Mill's 
day, what had seemed to Smith the exception had in some 
cases become the rule. 

Philosophy and Method. — In studying Adam Smith, it was 
found that though there was a utilitarian element in his political 
economy, this was largely concealed by a rather transparent 
veil of "natural right." In Mill, this veil is dropped alto¬ 
gether, and utilitarianism comes forward openly as such. If 
any course of action has maximum utility, nothing further is 
to be said against it. But perhaps enough has been written 
already on this matter. 

^ Cf. above, pp. 229 f. 

* Principles, Bk. V, Chap. XI, § 12. 
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Mill distinguishes b(?t\v(‘(‘n (lilTen‘nt kinds or grades of utility 
(happiness), and assigns a far highcT rank to those utilities which 
benefit the mind than to those which beiu^fit only tlu^ animal 
body. One must not, tlu'refore, accuse Mill of rnateriali.'^rn or 
of selfish ])rincij>l('s, merely on the ground that he professed 
himself a utilitarian. 

In fact. Mill — the Mill of later years, at least — may be 
chus.s(»d iis an idealist. Hen5 his inconsistency, n^sulting from 
chang(' and growth, mak(‘s it difficult to judge. His economics 
prop(T, especially his statics, 1 )jis(k 1 as it was upon Ricardo, is 
essentially mat(‘rialistic. To this <‘xt<‘nt, man is r('gard(‘d as the 
creatun* of physical laws, and utility is a mattTial conc(‘pt. 
Wealth is matcTial, and Mill (‘ven sugg(*sts including j)ersonal 
skill. Rut where he i)r(*ach(\s, wIktc* h(‘ discussers progress, where 
he inconsist(‘ntly with the Benthamic utilitarianism distin¬ 
guishes diffen'nt grades of happiiK'ss, th(*nr the idcralist. 

There the infiu(‘nc(‘ of (\)mt(*'s jihilosophy, of th(r Socialists, 
and of his wife', modify the* Ricardian foundation. Man dom¬ 
inates nature. Utility includers happiness of a high ordeT. 

It is oiui asp(‘ct of MilFs idealism that shows its(‘lf in his 
differentiation of the laws of Production from those of Distribu¬ 
tion.^ In the former, natun* is .suprenur, and Iht action is to be 
accepted without que'stion. ILt facts an' physical truths. Man 
menrly moves things so that they will be act(*d upon by her 
forces. Rut in Distribution, human institutions dominate. Here 
laws anr not unalt(‘rabl(r; nor are the things that an', the best 
that can b(». Led by his idealism. Mill made this change in the 
simpl(‘r Ricardian cnH'd, based as that was upon a ‘‘primitive 
economy.- 

As is usually the case with idealists. Mill was essentially an 
optimist, and among his last words we find this statement: 
“The evils and injustices suffered under the pnvsent system are 
great, but they are not increasing; on the contrary, the general 
tendency is toward their slow diminution.’^ 

' Patten, S. N , Dytuimic Economics, p. 21. 

‘ Principles, Bk. II, Chap. I, § 1: Preliminary Uornarks, last four paragraphs. 
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No doubt, too, there is to be seen in all this, the working of 
the changed conditions mentioned in the introduction to this 
chapter. Many great inventions made social read] list incuts 
necessary. The growth of population, and the acceptance of 
the Malthusian principle, suggested the need for and possibility 
of human control and improvement. Mill first accepts social 
institutions as well as physical laws as a controlling force, and 
then argues for a progress, not merely quantitative, but quali¬ 
tative, through social action. 

This invocation of social activity is an ear-mark of Idealism. 

Mill, however, draws too sharp a distinction b(*tween (ho 
laws of Production and Distribution, nor is he able to carry it 
out consistently.^ The pillars or foundations of his economic 
theory remain materialistic. ‘‘A primitive man,” mcni'd by 
self-interest, ^4s put into the mechanism of modern socii'ty.” 
In thus asking a primitive man — one actuated by self-iiit(u*(\st 
and molded by physical environment — to progress along lofty 
social lines, he again shows that same lack of harmony or syn¬ 
thesis between mind and matter — man and ('nvironmi'iit — 
individual and society — which has been observed in so many 
other economists. 

We find in MilPs thought, on the one hand, a strong adlu'r- 
ence to the old laisaer-faire principkvs; on the other, a recognition 
of the evils developed by a later time, and a decisive declaration 
that individualistic egoism is not sufficient to work a cure. We 
find even some approach to the opposite of Umner faire^ Social¬ 
ism, in those parts of his work which deal with the labor qiu'stion. 
‘‘Extremes meet.” Whether judged from the staud\)()int of 
the individualist or of the Socialist, MilUs system appi^ars in¬ 
consistent. Notwithstanding the admirable acuti'ness and 
clearness of his understanding, he appears to have become con¬ 
fused between the old and the new times. His system may 
be compared to a Janus head, of which the one face looks 
back into the past, the other forward into the future. Or he 
may be likened to a man standing at a place where two 

^ See, e.g., Bonar, Philosophy and Political Economy, p. 252. 
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parallel roads diverge, without l>eing able to decide which one 
to take. 

Miirs method is to be criticized on lines similar to those 
followed in examining his philo.sophy. In hLs earlier work, he 
regarded the* a priori and deductive method as the only fruitful 
OIK' for a study of first causes. His Unsettled Questions shows a 
beli(‘f in this iiK.'thod, not only for Political Economy, but for 
th(‘ broader Social Science. He began his System of Logic with 
tlu? idea, more or le.ss conscious, of establishing the reign of law 
in soci('ty as in the physical world, and showing that the a priori 
nu'thods of Ricardo and James Mill were the same as those 
us(hI in the ‘'natural sciences.*' ‘ 

J^ven while at work on the Logic, he was corresponding wdth 
Comt(*,“ and the latter's influence, together with that of Ma¬ 
caulay and a study of clu'mistry, led him to modify his belief. 
For .social sci(»nce, he was led to believe that the old method 
was dang('rous, and to advocat(‘ a combination of induction and 
deduction which h(' called the Concrete Deductive Method. 
This method, it will be ob.s('r\Td, would readily appeal to one 
grouiuk'd in the Ricardian law of Rent, which is ‘‘a plain in¬ 
duction, followed by a bold deduction with plenty of verifi¬ 
cations." 

This much may be said: Mill w’cnt further than any great 
English economist preceding him, in expressly using j)erfect 
comi)etition as a hypothetical as.sumption, made only for sci¬ 
entific purpose's, and in ])ointing out exceptions and limitations. 

The framework and foiuaiation of the Political Econornyf 
however, n'main a priori. He sets out with the same supposi¬ 
tions that underlie the thoughts of Adam Smith and Ricardo, 
namely, that man is governed by self-interest in economic 
affairs, that the individual's pursuit of his own ends promotes 
the geiu'ral welfare, that profits and wages are equalized by 
compt'tition, and that taxation is shifted about in such manner 
as to make them so. Only in distinguishing the laws of Dis- 

^ Sec Patten, Drrriopmeni of En^jliah Thought. 

* See Leroux, Lcttna d*Aug. Condo h J, S, Mill. 
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tribution from those of Production does he break away from 
the earlier idea, removing, as the distinction does, a part of 
economics from the dominance of physical caus(\s. 

Summary Appraisal. — If one were merely listing those who 
have added new material to the body of economic theory, John 
Stuart MilFs name would hardly be mentioiK'd. He did not 
succeed even in presenting a logically consistent restatement 
of the economic doctrines of Smith, Ricardo, Malthus, and 
Senior. Nevertheless, one cannot understand the history of 
economic thought without understanding Mill. In the first 
place, his writings had great influence for over a geiu'ration. 
He was a great expositor, and his Principles wjis long aec('pt('d 
in the English-speaking world as the leading statement of 
economic doctrines. But more than this, Mill was a l('ad(T in 
the development of the philosophical basis of economics. It 
should never be forgotten that his real contributions were the 
following: 

(1) He led in the application of the idea of utility to institu¬ 
tions and policies, thus helping to free the Classical economies 
from its deadly assumptions of a ^Taw of nature'^ and “natural 
rights.'^ 

(2) He led in recognizing the importance of an understanding 
of the relation betwwn individuals and soci(*ty, and in de¬ 
veloping the principles underlying a social point of vi('w and 
the relation of government to industry. 

It should be added that he at least appended to the Ricardian 
economics, statements that its “la\vs’^ are limited by customs 
and “institutions^^; and he warned that they are “provisionaU' 
and “not final.’' Mill contributed to an understanding that 
positive economic laws are subject to time and place, and must 
be based upon consciously adopted and definite presumptions 
concerning man and his environment. 

Mill’s great limitations were: (1) his fixed acceptance of the 
economic doctrines learned in his youth, and (2) his lack of 
the technique required in economic science. Outstanding, are 
his failure to develop the marginal analysis, either in produc- 
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tion or consumption, and his shortcoming in appreciation of 
utility as an economic concept. (As a company official, a ‘^rnan 
of l(*tt(‘rs,^' and a social reformer, how could he have been a 
highly sp(M*ializ(Ml (‘conoinic theorist!) 

Strang(‘ly enough, inonwer, MilLs great weakness lies in his 
inconsist(‘ncy and confusion in mixing social and individual 
points of vi(‘w. II(‘ s<‘(‘ms to b(i vividly awan* of society and a 
social w('ll-b(‘ing. Ihit la* proc(‘(‘ds to take the individual 
entrepr(‘iu*ur\s i)oint of view in treating economic value as 
det(‘rmin(‘d by “(‘xpense,” and la? attaches a determinative 
significance' to “alte'rnative uses’^ aial scarcities^' which are 
thems('Iv('s de'termiia'd by mark<‘t values. 

Close'Iy coma'ct(‘d with this weakia'ss, is his failure, after 
distinguishing the' laws of distribution from those of production, 
to corr('lat(‘ tla' two through value'. He' did ia>t re'ally under¬ 
stand — anel pe*rhai)s die! not be'lie've — that productiem and 
distributie)!! are' inte'rre'late'd through the pre)ce'ss(‘s of valuation, 
and that e'ae'h limits'the* otheT. 

Hut he)w many e'coiaanists te)day are* fre'c from all the errors 
to be feamd in Mill's thought? 

John Stuart Milt dese'rve's re'cognitiou as a gre'at e'X|>ositor of 
se)cial anel e*e'e)ne)mic doctrine's. His e*laim te) gre'atni'ss in ece>- 
nemiie's, howe've'r, lie's not in his de)ctrinal e*ontribution, but in 
his the)ught e*e)nce*rning the postulate's and assumptions of 
ece)ne)mie*s, anel its ivlation to the social sciences in general and 
to social policy. 




V. OPPONENTS AND T.EADING CRITICS 
(Resumed) 

1. THE PHII.OSOPHK’AL AND ETHICAL 
SYSTEM (Resumed) 



a. Socialistic Critics {Resumed) 


CHAFI'ER XXIV 

THE RISE OF “SCIENTIFIC” SOCIALISM' 

Tho (‘arlif'r French and English Sc)cialism, down to 1848, was 
larg(4y Utopian and idc^alistie. Down to 1848, too, it was dom¬ 
inated by a l)ourg(M)is or middhwiass spirit, and was not of and 
for the wag(M»arning class; though, with Ixniis Blanc and Proud¬ 
hon, the transition to a proletarian spirit, opposing labor to 
capital, is manih'st. Moreover, none of th(‘ writers who have 
Ix'en (UscussfHl can be calleHl “State Socialists,” that is, Socialists 
who accept the governmeMit as the age^uy for carrying out thidr 
programs. Tnu', Louis IManc and Proudhon ndiiMl to some' ex- 
t(‘nt up(jn th(' state, but the former was half an associationist, 
or group Socialist, aiul th(‘ lattcT was an anarchist in his way. 

W(* an' now to pass to (h'rman thought - and the* purc'ly pro- 
le'tarian Se)e*ialism of the se'ce)nel half e)f the* nineteenth century; a 
Se>e*ialism whie*h, thenigh it elraws large*ly frenn its French and 
iMiglish pnHl(H*('sse)iN, rielicule's the Ute)pian kh'als of the earlier 
gre)up, anel priele\s itsedf upon its “sedentific” re'alism. And first, 
it is logical to take up the* themght e)f a group of thinke'rs cemi- 
me)nly kne)wn as “State Socialists,” chief of whom are Rodbe'rtus 
anel Lassalle. 

* SiM» tho roforcncos eindor Chap. XXI: and !land\o6rttrrhuch d. SfaaJsinssrn- 
schaft, artirloH on ‘ SocialiMin,” “ HwllH'rtiis,” and “Marx”; Laidler, A IfiJtton/ 
of Socudid Thou{ffd: K!int, Socialism: Skolton, .-In Aonlysis of Sociahsm: l?t>hm- 
Hawerk, (\iinUd and Intcrtst, Bk. VI. (^haps. II and III (iMiftli.sh trani«lation 
hy Smart, pp. 32S-:JP‘2), also Karl \farr and the Close of ffis System (Kn^dish 
translation, London. ISOS); Gonnor, The Social Phdostyphy of ktnlbrrtus; Ma- 
saryk, Dir phtlosophischen and sozioloyischcn itrundlayen des Marrtsmus; Boer, 
The Life and Teaching of Karl Marx; Salter, Karl Marx and .\fodern Socialism; 
Nicholson, The Hevival of Marxism; Lindsay, Karl Marx's Capital; Davis, J., 
ConiemtHtrary Social .\fovcnu fUs. 

* Largely tho thoughts of Gorman Jews. 
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As just intimated, they accept the state as the agency for 
applying their theories, and seek to enlarge its economic; fuiu*- 
tions accordingly. Properly speaking, a State Socialist,'^ then, 
is one who advocates a radical scheme of social reform to bo 
carried out by government. They are, thenTore, gcMierally 
nationalists, and stand opposed to the cosmopolitan, interna¬ 
tional, or universal Socialism of Marx, on the one hand, and to 
the associationist or group Socialism of Owen and Fourit'r, and 
Louis Blanc, on the other. 

1. State Socialism: Rodbertus and Lassalle. ~ a. Rod- 
herfus. — Karl Rodbertus (1805-187o) has probably ('X(‘rt(*d 
more direct influence upon economic thought than any otluT 
Socialistic writer, unless it be ]Marx. This is espcnaally true* in 
'Germany, where such men as Wagner admit his influ(‘nce; but 
it may be seen even in the thought of AmcTican economists. His 
chief economic writings are: Zur Erkenntniss iiriscrer staatsiris- 
senschaftlichen ZuHtaiide (Our Economic Oondition), 1842, which 
contains his leading views; Sociale Briefe an von Kirrhman (Social 
Letters), 1850-1851; Zur Beleuchtung der meiede Frnge (Light 
upon the Social Question), 1875; and Der normal ArbeiLdag 
(The Normal Labor Day), 1871. Tlu; last essay contains his 
plans for immediate reform. 

Rodbertus’ economic thought may be analyz(‘d as proc(HMling 
from two main ideas: a labor theory of productivity, and a 
belief in a decreasing wage share. The second id(\a is eomu'ctfsl 
with the so-called iron law of wages, that is, a snl)sistenee tlu'ory. 
Putting these two main ideas together, ho emphasiz(\s the; prob¬ 
lem of distributive justice, and evolves a notable theory of 
crises. 

In the first place, then, he believed that labor produces all 
economic goods, — either directly, or indirectly through tools 
and machinery.^ Only those goods arc economic which are pro¬ 
duced by labor, others being “natural.” More than that, 
manual labor is meant. Intellectual labor is very important; 
but it is not costly, and is to be regarded as a free gift of nature, 

^ See Zur Erkenntniaa, pp. 7 ff.; Schriflen, II, pp. 105 f. 



THE RISE OF SCIENTIFIC SOCIALISM 


481 


like land. It will be observed that this does not necessarily mean 
a labor theory of value: llcxibertus says labor creates 'products; 
h(' do(‘s not say valu(*s. Economic goods, however, all have value, 
and he thought that labor was the best measure of value. Sim¬ 
ply, he do(\s not say that labor actually does determine value. 
But he b(?liev('d that lal)or ought to be the basis of value, and 
that it would lx* so in a projK'rly organizfxl society, — one in 
which production would corn^spond to social necxls. 

The “law'' of a (hnTC'asing wjige share {Gesetz der fallenden 
Lohnquote) was fonnulat(H:l by llmlbcTtus as early as 1837.^ 
By it he meant that th(‘ pro|x>rtion of th(‘ national income re- 
c(av(xl by laborers continually decreases. The total amount paid 
in wag(‘s may incn^as<‘, l)ut rent and interest tak(' an increasing 
perc(‘ntag(‘ of th(' aggn^gate incoim*. In formulating this law, 
RodIxTtus was probably influeneexj by Sismondi, and it appears 
to b(» a simple* d(*duction from the subsistenci^ th(H)ry of wages of 
th(i (Massical (*c(»nomists, narrowly, and (*rroneously, interpreted. 
The argument is that if production is continually increasing, 
while labor as a commodity merely gets enough to cover cost, 
its proportional shan* decn^asc's. 

The national inconu', consisting of goods that are of direct 
importance to lib*, is divichHl by UcMlbertus into two parts or 
share's: wag(*s and n'lit. Ibuit, in its turn, falls into two parts: 
land rent and (*a|)ital r(*nt. The existence of rent is siiid to l^e 
due to two facts: (1) th(' (x*onomic fact that there is a surplus 
producfHl by labon'rs over their subsistence, and (2) the juristic 
fact that private propi'rty in land and capital (Miables the owners 
to exploit labor, and retain that surplus. In these ideas, again, 
Rodbertus is ck'arly following the thought of Sismondi, Proud¬ 
hon, and the Saint-Simonians. 

From the two main idc'as thus briefly sketched, Rodbertus 
concluded that the great mass of mankind is unjustly shut out 
from a participation in the income which it creates, a condition 
that is inimical to culture. Indt'cd, his great service Is to have 
brought out sharply the question of distributive justice. With 

^ Die Fordcrungen dcr arhcile^iden Klasacn (1837); found in Zur BeleucMung* 
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more economic learning and statistical data than his predeces¬ 
sors, coupled with a forceful presentation of the issue, he drove 
home the fact that there is a problem in the pov('rty of the 
masses, which partly, at least, concerns economics as a science. 

Rodbertus^ famous theory of crises is also derived from his 
theory of a decreasing wage share. Very briefly stated, it is that, 
as the great mass of w^age earners have a diminished purchasing 
power, consumption fails to keep pace with production. A 
contraction of production ensues, with unemployment and a 
further decrease in purchasing power, leading to an intcMisifica- 
tion of the crisis. The similarity of this idea to Sismondi\s theory 
of overproduction will be observed, and it is open to the same 
criticism. Moreover, if we are to assume that an increase in 
labor^s share, or wages, would remedy the matter, it appc'ars 
that the validity of the theory depends upon an assumption 
that capitalists in general are receiving more than a n^turn 
necessary to secure the activity of capital; otherwise wages 
could only be increased at the expense of capital and a consc^ 
quent restriction of production. Thus the theory rests upon the 
exploitation idea. 

Poverty and crises are to be done away with, and distributive 
justice to be attained, by an ultimate socialization of property. 
This, however, should be an evolutionary proc(?ss. History, 
Rodbertus thinks, shows three great stages. The earliest is the 
period of heathen antiquity, in which human beings are owned, 
and labor is thus exploited by the rent recxnvers. In the second, 
or Christian-Germanic stage, land and capital are private prop¬ 
erty for the use of which the owners dc^mand an uiu'armxl rent. 
This is the existing condition. In the future, a Christian-Social 
stage is to come, in which land and capital will be nationalizes!, 
and private property be allowed only according to se^rvice or 
desert. This stage might be expected in five centuries, per¬ 
haps. 

Although his stages’^ do not exactly correspond to any his¬ 
torical periods, and cannot be accepted in a rigid semse*, Rod¬ 
bertus deserves credit for careful historical study and for a broad 



THE RISE OF ‘‘SCIENTIFIC’^ SOCIALISM 483 

conception of the relativity of social iastitutions. He was no 
mere radical n'volutionary. 

As to iinin(‘(iiat(' and practical remedies, Rodbertus chiefly 
proposenl various r(‘giilations of the labor contract, with the 
idea of incn’asing labor’s share in the* national income. He 
advocatenl th(‘ I(‘gal (\stal)lishment of a ‘‘normal” working day. 
Mon'over, i\ui d('t(*rmination of a normal amount of work to be 
peTforiiK'd l)y an average' worker in a given time, was favorcxl by 
iiim. This aviTage production would serv^e as a standard of 
value, according to which each laborer would be credited. Prices, 
too, would 1)(‘ fix(Hl, and be me^a^urts:! in a labor currency in a 
mann(*r (piite similar to Owen’s scheme. Rv such devices, the 
transition to his third stage would be hast(‘n(Kl. 

Of course', Rodlx'rtus attacks Smitli’s systc'm with its com¬ 
petitive basis. Ilis most fundamental criti(*al idea li(*s in the 
opposition of a social di'inand to the “(*ffective di'inand” of 
the ('conomists; or, just to put it in another way, he lanphasizes 
utility rather than exchange value, — an idea in developing 
which, Sismondi i)r('ced('d him. Rodbertus, however, fits it into 
the garb of Socialism. The “('ff<»ctive demand,” he says, is a 
j)roperty d(*mand. Proix'rty-owners determine production, di¬ 
recting it so as to secure the largest net profits rather than the 
larg('st amount of es.sentials. Lu.xuries are produced, while the 
most int('ns(' wants go unsati.sfied. 

Among otlier points, Rodbertus criticizes the Chissicists on 
historical grounds for assuming the existence of an original state 
in which iiu'u were ecpial in property and political rights. His¬ 
tory, he thought, always shows inequality, and exploitation of 
the weak by the strong. And in a similar vein, a distinction is 
drawn betwc'c'u capital as a logical functional concept and capital 
as an historical fact. 

Naturally the wages-fund theory is rejected, as, according to 
his assum])tions, Rodbertus could not believe that wages are 
paid out of capital. 

Passing over his criticLsm of Bastiat’s interest theory, this 
r^sumfi of his chief economic criticisms may be concluded with a 
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note concerning his theory of rent. Ricardo\s doctrine, he 
thinks, is overturned by his fancied proof that rent would exist 
even if all land were equally productive. Diff('renc(\s in pro¬ 
ductivity merely explain differences in rent, he argiK's, not the 
origin pf rent.^ 

His own theory, which is probably suggested by certain 
passages in the Wealth of NationSy^ is a notable illustration of the 
inconsistencies which so abound in the strictly economic thought 
of Socialistic writers. Starting from the idea that tlie price of all 
products corresponds naturally to their labor cost, and that the 
prices of manufactures and raw materials are thus on a similar 
basis, even though land ownership is a legal monopoly; he con¬ 
cludes that landowners get a larger return than capitalists, in 
that the latter must pay for raw mat(n*ials, while land is a free* 
gift of nature. Landowners, as such, having no expenses for 
raw material, secure a larger net return, which is land rent. Or 
to put it another way, land itself is th(‘ landowner\s raw mat(*rial, 
and he can normally demand <'nougli for its use to cov(‘ii the 
customary gain of the capital engagcnl in producing raw mat(M-i- 
als required in other industries. The whole idea reminds one of 
the Physiocrats^ surplus and 8mith\s notion that in agriculture 
‘‘nature” labors with man in a peculiar way. It involv<\s a 
failure to see that in economic society land values are themselves 
capitalized. 

But, one asks, what then of the diff(;rences among diffenuit 
manufacturing industries in this n^gard? Do(}s the manufacturer 
of rails or girders secure a lower net return than the i)roducer of 
iron and steel, just as the latter is assumed to secure less than 
the owner of the iron mine or land? Not if the labor-cost theory 
is to be maintained, for this reasoning makes land ownership an 
element in value! Yet this conclusion would follow from his 

^ See Beleuchtung, pp. 170 f. 

* Bk. I, Chap. VI, paragraphs 10 and 11. “In the price of flour or meal, we 
must add to the price of the com, the profits of the miller, and the wages of his 
servants,” etc. “ In the price of linen we must add the wages of the flax dresser.” 
“ The capital which employes the weavers . . . must be greater than that which 
employs the spinners. . . .” 
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rent ilirory. His rout theory is incuiLsistont with his theory of 
lal)()r cost; and l(\‘uls to conclusions that are contradict(‘d by the 
facts of eciualia<Kl ‘‘profits^^ in coiniM*titiv(? industry.^ 

1). Lanmlle. — Ferdinand Lassalle (1825-l«S04j was the Louis 
Blanc of (Jernian Socialism. His chief work was that of the 
agitator and propaj^aiulist. He founded the Social Democratic 
Party. His thought nc'c'ds no long consideration, for in its main 
outliiH's it was that of Ixniis Blanc, Rodbertus, and Marx.* 
Lassalh* it was who mad<‘ th(‘ phrasi* ^Sron law of wages his 
own. Acc(*pting thc^ subsistcaice theory of wagi's, h(i taught that 
und(‘r th(» capitalistic; system the position of labor is hopeless. 
Then'forc* capitalism must Ik; abolislH*d, and coo|H‘rativ(» associ¬ 
ation Im‘ put in its plac(‘. ‘MVoductive association with state 
credit was his sch<an(‘.‘* And the state was to guard the funds 
of the associations and maintain .suitable* rules. 

'Fhe most notable points in L:issalle\s writing are the bril¬ 
liant way in which la* s(M*ks to drive* home the significance of 
capitalism, and his th<*ory of Konjundur, 

“Capital,’^ h(* tak(*s broadly to be the* name* for a group of 
political, (‘conomic, and juristic conditions which are not abso¬ 
lute* and iK*rman(*nt, but the result of an historical development. 
An examination of tlu* (*\i.stmg economic ord(*r shows that its 
(*.s.s<‘ntial f<‘atur(*s an* division of labor, production for a world 
market, com|K'tition, and the* ownei-ship of the instruments of 
j>roduction by the capitalist clas.s, which exploits wage earners 
by paying tlaan ac<*ording to the iron law of wag(*s, pocketing 
tlu* surplus, (.'apital, ‘Mhe dead instrument of labor,has 
become* the active agent, degrading the living laborer.^ 

In opposing individualism Las.salle \vas led to deny that 
the individual controls his own destiny. There is a large element 

^ Cf L(*xi.s, “ Zur Kritik (h*r H<KJlK*rtischcn Tht'oricii,” Jahrh.J, Sat, F., 

IX, 4Ca- 0|>|>tMiheiim*r, iiicardo'a (^rimdrctUvniktoric, pp. 38 f. 

* Dan Su-di tn dtr t ruftfrbvncn HtchlCt 1801, 

Workiaom na Prourammv, 1802. 

Open LdUr, 1803 . 

BasluUSchuUr, ISOl. 

* Opi’fi Lf'ttrr, 

* Baaliat'SchuUe, pp. 181 f. 
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of chance, or conjuncture, he said, that dominates individual 
endeavor and makes control by society necessary. Wars, crises, 
etc., are of social origin, and largely beyond the scope of individ¬ 
ual action. It is therefore folly to rely upon individual initiative 
and self-interest, as do the Classical economists. 

2. International Revolutionary Socialism: Karl Marx and 
Friedrich Engels. — For a generation, Karl Marx wjis the 
undisputed leader in Socialistic thought, and his ehi(»f work, 
Das Kapital (Capital), 1867, came to be called the Bil)l(' of the 
‘‘scientific’’ Socialists.^ If it is now true that its prestige' has 
been somewhat shaken by “higher criticism,” at the^ In'ginniiig 
of the twentieth century it was still the leading source from 
which the great mass of intelligent Socialists drew. 

Born in 1818 at Trfeves, Marx was, like Lassalle, a Jew. He? 
studied philosophy and history at Bonn, and l)ecame intimatc'ly 
acquainted with Hegel’s thought. He was also influence'd by 
Lorenz von Stein in regarding the social movemc'iit as an ('volu¬ 
tion.^ Marx became a radical editor, was driven from Gc'rmany 
to France and thence to Belgium, finally taking up his rt'suh'nce 
in London, where he lived until his death in 1883. T^he spirit 
of the generation in which Marx lived was largely his, and it has 
been well characterized as “the irreverent and revoluti(^nary 
spirit of what was once known as Young Germany; the spirit 
of a race of disillusioned men, without belief in God or uns('n- 
suous good; a hypercritical, cynical, and often scurrilous spirit. 
In passing into its latest or Germanic stage. Socialism gaiiu'd 
intellectually, but lost morally.” ® 

^ Other works are: Einleitung zur Kritik des Hegclschen fitchtHphilosophir 
(1843) (Introduction to a Critique of lIcKci’s Philosophy of UiKhts), con tain ing 
the germs of his materialistic conception of history; Mistre de la phdomphie 
(1847) (The Poverty of Philosophy, a criticism of Proudhon); Discours sur la 
question du lihre exchange (1S48) (Discourse upon the Question of Preo lOx- 
change); Zur Kritik der Politischen Oekonomie (1859) (A Contribution to the 
Critique of Political Economy). Only the first volume of Capital appeared in 
1867. The two other volumes were brought out in 1885 and 1894, after Marx’s 
death (1885), by his collaborator, Engels. Engels’ chief work was Hcrrn Eugen 
Diihring's Umwedzung der Wissenschaft, 2d ed., 1886. The Communistic Man¬ 
ifesto of 1848 was the joint work of Marx and Engels. 

* See below, p. 537. 

» FUnt, Socialism (1895), pp. 136-137. 
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With Miirx, Socialism took on a purely materialistic garb, 
and l)ecam(i international or cosmopolitan in its scoikj iis con- 
tnist<Hl with the national industrialLsrn or associationism or 
State Socialism of his various predecessors. Marxianism is the 
classicism of wSocialistic thought,—^ abstract, deductive, cos¬ 
mopolitan. Rodbertus wjus an idealist. So were the earlier 
Fnaich writers who clung to the iiLstitution and l)elieved in the 
innate goodiu^ss of man. But Marx was in fi(*rce revolt against 
institutions, including the existing state.**, and was far from 
b(‘li(*ving that good pn*dominates in mankind. Accordingly he 
put H(‘ger.s dialectic upon a materialistic basis, and made 
social evolution a matter of material and economic forces. To 
Marx “th(* ideal is nothing else than the material world reflected 
by the human mind.^ 

Ind(‘(‘d, one of the things ordinarily russociated with the 
name of Marx is his mat<*riali.stic interpretation of history, 
and especially his analy.sis of the existing capitalistic stage. 
The.se id('as, together with that of class .struggle, are the e.s.sen- 
tial basis of n^volutionary international Socialism. 

Marx wroti*: ^^The mode of production in material lifci d(»ter- 
mines th<' general character of the social, ]H)litical and spiritual 
proc(\sses of life.^^ He holds that all social institutions are 
determined and conditioned by economic circumstances, and 
es|K*cially the conditions of production. These economic cir¬ 
cumstances chang<‘ witii developments in technique, inventions, 
discoveric's, and tlu' lik(*, while institutions become fixed and 
thus lag Ixdund. The latter thus get out of harmony with indus¬ 
trial technicpie, and have to Ix' shaken off by revolution. 

H(» de.scrilx^s the transition from the domestic .system of 
pnxluction to the factory .sy.stem, and proceeds to argue that, 
under the factory .system (with private projx'rty), the advan- 
tage.H of large-scale production will have the following conse¬ 
quences: small-scale employers will Ix'. eliminated, and capital 
and land will become incr<‘:usingly concentrated in the hands of a 
few. Th(i middle class will Ix'comc merged into the labor class, 

* Capital, ])rcfaco to second edition. 
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and the masses of the people will be employed by a small 
capitalist class. The latter cannot consumi' the iiicr(»ased pro¬ 
duction, but reinvest their gains in production goods, thus 
further increasing the output. The labor class, Inniig exploited 
and weighed down by an “industrial reserve army” of uiK'in- 
ployed, cannot provide an adequate market, because of lack of 
purchasing power. 

Therefore, Marx concludes, crises will become increasingly 
severe. Eventually the labor class will rise, cast off tlunr chains, 
and seize control of the capitalist state, — the expropriators 
will be expropriated. Finally, Socialism will be established by 
and for the proletariat. 

Several others of the Socialists had analyzed the develo])inent 
of society into stages, with mon^ or less elaboration of tlu'ir 
material characteristics. It remained for Marx, how('ver, to 
develop the idea that all social change's have their ultimate 
causes in the modes of production and exchange, or that (H‘o- 
nomic factors dominate all history and dc'termine so(*ial organi¬ 
zation, classes, and cla.ss inte'rests.^ In the pn'semt stage of 
history, capital — which he, like Rodbertus, n'gards as an 
“historic concept” — stands opposc'd to labor, the latter Ix'ing 
exploited. Here Marx presents an acute' analysis of inelustrial 
conditions, which has its value, even though largely vitiate.'d f)y a 
warped point of view. 

It is essential to understand his notion of capital, for it is 
not the ordinary one.^ To Marx, circulation of commoditie's 
is the starting point of capital, and he dates the “mexle'rn” 
history of capital from the sixte'enth century, when a world 
commerce arose. “As a matter of history, capital, as opposc'd to 
landed property, invariably takes the form of money; . . . the 
first form of appearance of capital is money.” Then by pur¬ 
chasing labor power for less than it is worth and retaining the 

^ Friedrich Engels, Marx’s collaborator, urges that Marx did not take such an 
extreme view; see his Socialiaiischer Akademiker (1895). It is not unlikely that to 
say that Marx makes the economic factor the sole factor in historical devc.r^lH 
ment is going too far. 

* See Capital, Vol. I, Part II, Chap. IV, and Part III, Chap. VII, 
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surplus, money is converted into capital. ‘‘By turning his 
money into commodities tliat ser\'e jis th(‘ material (‘lements of a 
new product, and lus factors in the labour-procf'ss, by incor¬ 
porating living labour with their ch^ad substance, the capitalist 
at th(‘ same time converts value, i.e. past, materializ^xi and 
d(\‘id labour into capital, into value big with value, a live 
monst(*r that is fruitful and multiplu‘s,'' — a “vampire^^ 
that sucks the blood of labor. Capital is wealth uschI to exploit 
labor. 

Thus Marx\s id(‘a of capital as an “historic concept’* is 
part and parc(4 of the idea of a .surplus vahu‘ that labor creates 
and capital appropriates, ddie i<l(‘a of surplus value is his most 
famous contribution. It dianands attcaition m^xt. 

In the first plac(% it will be renuanbensl that most of the 
earlier Socialists had th(‘ .sam<‘ general idea, and that tin* Kng- 
li.shman, Th()mi>son, had a vory definite one. Such originality, 
tluMi, as Marx has, must lie in hi.s formulation and attempt at 
proof. 

This b(‘giiis with his theory'’ of value. .Marx starts with an 
abstraction. '^FIk' “usc^-value’’ of commodities is di.stinguished 
from their “exchange vahus” or valins for short. We an^ then 
told that “if w(» al)stract tlanr usc^value,” tlnae nanains only 
th(' (piahty of vahi(' in exchange. Since Marx thinks that lal)or 
produces all valui* capital l)eing nothing but stolen lal)or it 
follows that this alxstract value quality exists “only U'cause 
human labor in tin* abstract” Inis b(»en (anbodii'd in goods. 
Valu(‘ is “a mere cong(*lation of homogeiuxuis human lalnnir” — 
“crystals” of a “social sub.stance.” ^ All this concerns the 
qualitative aspind, of valiK', a phase which Alarx thinks the 
economists had unduly nc'gk'i'ti'd. 

'rh(‘ value' of a commodity Ix'ing thus “abstractcMl” from 
all relation to its form or u.se, it nanains to discuss its deter¬ 
mination in ex(*hang(', or the quantitative as{^H't. Assum¬ 
ing the existing social orders Marx concludes that the quantity of 
valiu' in a commodity is determined by the socially lU'cessary 

* Vol. 1. ( ’h:ip. I. 
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labor-time, — the time spent by the average laborer under 
existing social conditions. If it requires x labor hours to make the 
linen and 2 x labor hours to make a coat, the coat has a value 
twice as great as that of the linen. 

Marx criticizes economists for not analyzing separately the 
qualitative and quantitative aspects of labor as entering value, 
and for not reducing labor to abstract social labor. 

It is obvious that certain difficulties are inherent in the 
attempt to reduce labor to an abstract fund, owing to the 
differing character and intensity of labor, — to say nothing 
of the differing utilities of products, which Alarx “abstracts/^ 
although Aristotle had made utility the very standard of value.' 
These difficulties IVIarx in part recognizes. He attempts to get 
around them (1) by conceiving of all labor power and all value's 
as funded into homogeneous social aggregates, divisible into 
equal units; (2) by limiting his conclusion to “normal conditions 
of productions^ and “the average degree of skill and intensity 
prevalent at the time.s’ 

Having thus defined value and based it upon labor time, 
Marx proceeds to argue that capitalists, in hiring labor, secure a 
surplus of value. In itself an old idea, Marx elaborates its 
argument somewhat. Assuming that the exchange value of a 
day^s labor power is a certain sum, determined by the fact that 
the means of subsistence required for the day cost half a day^s 
labor, he argues that this does not prevent his working a whole 
day, nor determine the value of the laborer's daily product. 
The capitalist, in short, buys of the laborer the “ use-value 
of a day\s labor power for its exchange value or cost, and the 
difference is his surplus, or “profits.’’ * 

Criticism of the main points in Marx’s economic theories 
must be adverse. To begin with, his underlying philosophy 
of history is indisputably one-sided. Too many things occur 
for reasons not entirely economic, or even not economic at 
all. The economic interpretation of history must be incom¬ 
plete, but if such an interpretation is also materialistic, it is 

^ See above, p. 65. * See Caintal, pp. 174-176. 
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doubly limited. Marx was grossly materialistic in his eco¬ 
nomic thought, and herein lay his fundamc^ntal error. There 
is an (‘h'liK'iit of truth in his position that economic forces are 
very important factors in shaping history. This it was well to 
emphfisiz(\ But others had done this, notably Comte; and 
Marx’s countryman, Ij(jrenz von Stein, may have given him 
SOUK' of his id(»as. 

His chi(‘f historical (jonclusion immediately conceras capital. 
One must hn*! that luTe, as (‘Isewhere, his (h^sire to prove surplus 
value and exploitation, rathtT than historical study, influenced 
him. To say that capital has not always existed where men use 
tools to aid in production is only possible w^hen a peculiar and 
question-lMugging d(‘finition of capital is adopted. 

Mor(H)V(*r, it is contrary to his own nudlKxl of historical 
inti'rpn^tation to ovi^Iook the .Mxdal ser\'iccs and the eco¬ 
nomic function of tlu' capitalist class. Its initiative was largely 
instruiiKMital in overthrowing haidalLsm; its enterprise^ and 
manag(Mn(Mit an' of valuer today. 

But th(‘ (‘l(‘ment in Marx’s thought which gave his “sci¬ 
entific socialisin’’ its piruliar form, and shapcxl the policies 
which h(‘ advocattxl, was his thtH)ry of valiu‘ and the related 
doctrine of surplus valu(\ Th(»n‘ w’as no theory of value in the 
Communist Matufesto^ -but neither was tlnre a definite con¬ 
tent giv(ni to the g(*neral idea of Socialism. Marxian St^cialists 
sought to hmikhIv certain (*vils in a certain way. These evils 
center in exploitation; exploitation, in turn, consists in the 
appropriation of surplus value; and the concept of surplus value 
depiMuls upon th(' tlKsiry of value. Other Socialists, as Proudhon, 
had other (‘xplanations. While Marx propoundiHl his theor>' of 
value as a scientific explanation of ho\v values are determined, 
his th(M)ry shaped his practical program: Marxian economics 
is vitally coniu'ctiHl with Marxian Socialism. The econ¬ 
omist’s criticism of the Marxian theory of value, therefore, 
bears in an imixirtant way upon the essential logic of Marxian 
Socialism. 

(1) That th(5ory of value is unsound, in the first place, in its 
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vicious abstraction of utility.^ This unfits it for a gonorai ex¬ 
planation of the source of value. Regardless of form or use, 
things would be valued in Marx\s scheme according to abstract 
labor-time. As a result of such a theory the gifts of nature could 
have no value; and so with anything that has not cost labor. 
Marx here tries to meet the difficulty by drawing an inconsistent 
and illogical distinction between value and pric(', stating that 
such things may have a price but not a value! On the other 
hand, there is this question: Are all things that have involved 
labor valuable? Marx admits that such things may not have 
value. He says that they must be socially usc'ful to a(’(iuire 
exchange value. But where such is the cjise h(' setmis arbitrarily 
to regard the labor involv'ed as being useless, overlooking the 
fact that it is primarily the utility of the commodity that 
is decisive. 

Marx again glides over the utility difficulty by assuming a 
‘^social process’^ by which labor is direct<^d and (Kiuatcnl, a 
process which, when it is analyzed, is s(M‘n to opcTatc^ throiigh 
utility. One cannot get away from the (juestion, W hy do mi^n 
work? Why do they devote labor-time to cotton rathcT than 
to linen? 

(2) But in the second place, even assuming that cost alone 
can explain exchange value, it is not true that costs can all be 
reduced to labor. The claims of capital must be met ev(*n in a 
collective state, they being bas(‘d primarily on the economics 
of the situation. Marx did not go back far (enough h('re. His 
assumption of the sufficiency of his ''historic concc'pf of capital 
was made to serve. If labor alone made the spindle, tlui ma¬ 
chinery that, in turn, helped make it, and finally the metal and 
the mine appliances, how were th(»se last made? The ('l(*ment 
of saving and waiting is there and it must be a cost, whetluT 
private ownership exists or not. Marx assum(\s that his surplus 
is produced by labor. This, however, cannot be proved; and 

^ In reality Marx scarcely deals with utility at all, his “use-value” appearing 
to be generally thought of as the material of the goo 1 and having merely the 
negative quality of providing a body for the abstract labor-time units. 
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unloss it is, it does not necessarily indicate? any <*xploitation of 
lalx^r. 

(3) The r(*asoning conce*rning abstract labor-powcT units 
breaks down before insuperal)le difTcTe^nce^s in the? ( 4 Uaiity of 
labor.' We an; virtually told that e*nt(‘ring value (h»tt*nnina- 
tion the labor of the artist may b(‘ (Kiuatenl with that of the 
h()d-carri(‘r by int'rely taking one day of the foriiKT's (‘xcTtion 
to (Hjiial twe^nty or thirty of the latter\s. As well think of an 
ounce of canvjvs from the masterpie^ce ivs eejual to so many 
pounds of mortar! Labor is exertcnl on difT(*rent planers. It can 
be nshici'd to a common biu^is and fundKl only by eliminating 
a large part of the? laborers, or by performing th(‘ impossible 
feat of adding art or skill to brute force' to get ‘'congelations’^ 
and “crystals.” 

(4) Finally, the' re'asoning of Marx conce'rning “surplus 
value” fe'll Ix'fore' the same difficulty whicdi caused Kie^ardo to 
epialify his labor-cost the'ory of value', name'ly the time' eU'ine'iit 
in e'apital. Marx ju-sumeHl that the rate e)f surplus value always 
(Kiuals the rate' of pre)fits, an assumptie)n which can be true 
emly whe'ii the' e'ompositie)n e)f the' capital use'd in differe'nt in- 
dustrie's is the» same* as te) the pB 04 >ortie)n e)f fixexl and circulating 
i'le'ine'nts. He aelmitte'el that only “variable e'apital” yie'lels 
“surplus value',” fe)r it alone e'lnploys labor. The'r('fe)re, while 
the absedute' amenmt e)f “surplus value” inere'ivse's with the 
amenmt e)f variable* (e'irculating) capital, the rate of profit de^ 
pe'iids upe)n the' te)tal e'apital e'enployenl, and must vary with 
the' prope)rtie)n of e'ireulating to fixenl capital. Thus Marx’s 
le)gical chain is broke'ii by the fact that predits anil surplus 
value eh'pe'iiel in part uiK)n capital. If a manufae*turcr cmple)ys 
only a fe'w lal)ore'rs, but ge'ts a large income by using much 
plant anel e'C|uipme'nt (“ce)n.stant capital’'), is he exple)iting 
“living labor”? Or is a manufacturer who e'mploys much 
“living labor” lu'ce'ssarily erne who makc's a pre)t)ortionally large 
profit? In fact, the; rate of profits (interest) tends te) be cxiual- 
ize'd among eliffe'rent industrie's. 

^ Cf. Adam Smith's idea of an average labor cost. Above, pp. 221 f. 
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In the face of these difficulties, Marx was coinpc'ih'd to resort 
to an explanation which was a confession of failure: His theory 
of value, he wrote in the third volume of Capital, was intended 
to explain only total value, and proves only that the value of 
all goods combined must equal total labor-time. Prices of par¬ 
ticular goods, he admits, rise and fall not as a result of labor¬ 
time value changes, but from the effect of the cn'dit system, 
competition, and so forth! In a word, like Ricardo, he was 
forced to admit that the time element (intf'n^st rat(') is after 
all a factor in the determination of value. 

Karl Marx cannot stand as an original thinker. Both in 
economics and philosophy he took from others. From Smith 
and Ricardo he took his ideas of value and capital. From the 
same source, supplemented by Lonsiz von St(sn and otIuTs, 
came his doctrine of class struggle. His arialysis of (Tonomic 
processes came largely from Thompson and Rodbertus. What 
one of his theories cannot be found definitely stat(‘d in the 
publications of his predecessors? 

More than that, none of his theories has stood the test of 
logical examination; his philosophy has b(‘en found unr(*al and 
one-sided; his prophecies have mot becsi verified. 

Yet Marx lives, and no one has so influenccKl the development 
of Socialism as he. He found Socialists disorganized and in¬ 
effective; he gave them a puqmse and a i)hil()S()phy — a spirit — 
which have made their mov(»ment a great force. How can this 
bo? Perhaps it is not entirely expli(*able, but the; following 
points are worthy of note: 

(1) Marx came at the right time — a time of organizcid labor 
in England, the Revolution of 1848 in France, and intolerable 
conditions in Germany. The factory system had become fully 
developed. 

(2) He provided a militant negative or revolutionary body 
of doctrine, which was in accord with the sentiment of gn^at 
masses of suffering or discontented men. The imiiK^diate need 
was to pull down or destroy. 

(3) His thought was cloaked in‘‘scientific''terms. This both 
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heartened his followers and challenged the att(*ntion of their 
critics. As economic **scientists/* the Scjcialists gain(‘d a new 
standing! It has taken many years to n^fute the errors, and 
the tradition remains.‘ 

(4) He gav(‘ a group of phrases and slogaiLS which was (effec¬ 
tive. As is sometim(es the ease?, a terminology plays an im¬ 
portant part — the same ph(*nomenon appears in the case of 
Vehlen and “Institutionalism.** 

(5) Last, but not i(‘ast, Marxian Socialism, d(‘spit(^ its ma¬ 
terialistic .s(*tting, and its append to nwolution, is built upon 
unn*al assumptions, and in the^ last analysis holds out the hoix* 
of an i(l(*al state*. It provide*s an ide*aliz(nl villain in the* shape 
of the* vampire, “('apital.** Them, when “the kne*ll eff (‘apitalist 
private* proj)e*rty sounds,** and “the (‘xpropriators are* e‘xpro- 
j)riat(*d,** will not all be well? Inste*ad of synthesis of the* ma¬ 
terial and the* ide*al, Marx provide's a practically e.*ffe*(*tive* mix¬ 
ture of mate*rial me*ans to an i(le*al, if vague, goal. Like* the 
founder of some* r(*ligious se*et, he? provid(*s something te) de) in 
the* way of pro.s(*lyting and “saving,** and the*n — .some .*<ort of 
h(*aven. 

The fore^going is but the bare'st sketch of the leading ide*as in 
Marx*s e*conomic d()ctrine*s. It is, howe*ver, sufficient for a 
gene*ral hi.ste)ry of e*eonomic thought as elistinguishe*d from 
Socialistic thought. Marx was a le*arne'd and ingenious write'r, 
and po.ss(*.sse*d of a good de*al of diale*ctie*al skill. Jhit he was 
fille'd with a pr(*conc('ive*d ide*a which led him into epu*stion- 
begging as.sumptions and one-side*d analyses. He took certain 


* A sympathetic statement of his merits is the following: — 

“In the comhination (^f learning, philosophic acumen, and literary power, he is 
second to no economic thinker of the nineteenth century, lie .Hi»ems to have Uvn 
master of the whole range of economic literature, aiul wieldeil it with a logiciU 
skill not less nuisterly. Hut his great strength lay in his knowUnlge of the tech¬ 
nical and economic development of modern industry, and in his marvelous 
insight into the U'ndeiicies in social evolution <letermino<l l>y the technical and 
economic factors. Whether his thc*ories in this department are right or wrong, 
they have suggested questions that will demand the attention of economic 
thinkers for a long time to come. It is in this department, and not in his theory 
of surplus value, that Marx's signihcaiice as a scientific economist is to l>c 
found." (Kirkup, Hintory of SocUilutm, pp. 1G4-1G5 ^ 
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ideas from Smith and Ricardo, for whom, of all economists, 
he had the most respect, and, robbing them of the qualifications 
made by those writers, applied them in an even more abstract 
way than they had done. 

3. Revisionists or Opportunists. — Since the active days of 
Marx and Engels, other groups of Socialists have arisen, which 
may be called opportunist or revisionist. Such Socialists are 
not revolutionary, but ‘^evolutionary.’^ They are more inclined 
to await developments. Toward the doctrines of Marx, tlu'y 
are more or less critical. Thus, in Germany, I^ernstein criticizes 
the theory of surplus value, and denies that the condition of 
the laborers is going from bad to worse, or that capitalism ^ 
will necessarily collapse. And he is far less materialistic than 
Marx. Much the same may bo said of Jaures in France'. In 
England, Sidney Webb is one of the h'ading “Fabian” Social¬ 
ists. The tendency is to reject both the mate'rialistic inter¬ 
pretation of history and the theory of surplus value, while 
accepting the doctrines of class stmggl#', internationalism, and 
the socialization of the instruments of production. 

Brief Summary of the Main Developments in Socialism 
since Marx.^ — One notes first that those who profess to 
be Marxian Socialists are still active, as such names as Kautsky 
in Germany, Hyndman in England, and Hillquit in the United 
States, attest. 

The First International, formed in 1864, with th(' cor)i)era- 
tion of Marx, was a militant organization. By th(i s(iV(*nti(‘s, 
however, it became apparent that the contradictions in Marx’s 
doctrines, the growing criticism of his philosophy and economic 
theory, and the failure of his prophecies concerning the growing 
misery of laborers and the downfall of capitalism, were weaken¬ 
ing the movement. 

The Second International was formed in 1889. It was less 
militant, and embraced all sorts of Socialists. While main- 

' Die Vorausaetzunoen dea Hozialiamua (American translation^ Now York, 
1909). 

* See also the note appended to this chapter. 
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tainiiiK tlu' bulk of Marxian dortrines (with mon^ or cxo- 
g(*.sis), the N(‘o-Marxians are h*ss revolutionary, make* more eon- 
ce«sioiLs to mere reform,*^ and an* mon* giv(*n to political aelion. 

Th(^ Rcvisionistfi beeame prominent at about this tim<*, 
notably in (jiermany where th<* Social Democratic Party n^pn - 
sents their g(»neral position. Their thought is relat<*d to Marx- 
ianisni, but they are t*volutionary, and rely ufXin univ(*rsa) 
sulTrage and tin* proees.ses of deinocracrt to attain the* socializa¬ 
tion of production. K. Jlernstein is aleypical Hevisioni>t. 

The Fabian Soei(*ty was formed in iOngland in 1S«S4, its nu rn- 
bers bi'ing dublxsl Fabians^ signifying a cautious or evm 
hesitant spirit. 'I'hey include such persons as G. IL Sliaw, 
Anni(‘ Ik'sant, H. (i. Wells, the W(*bbs, CL Wallas, and J. U. 
MacDonald. The* Fabians n*ject Marx, and draw upon John 
Stuart Mill and Henry (l(*orge. Th(*y stand forgrailual reform. 
They an* (\ssentially idindists Th(‘ir chief n‘hanee has be(*n 
upon education as a m(*ans, and their most g(*nerally ace(*pt(‘d 
immediate' aim the* government appropriation of “uiu'ariu'd 
income*,*^ both from land and from capital. 

Meanwhile', Sytuliralism luis de*ve'lope'd. This me)ve‘me‘nt 
originate'd abe>ut 1875 in Fraiiea', Ix^'orning fully devele)pe'el in 
the ninetie's during the' struggle* e>f dilTe*ri*nt Soe-ialist groups to 
cenitre)! French labe^r unie)ns (sywtirnls). The* be‘st-known e‘X- 
pe)nents are (fe'e)rge*s Sore'l (1847-1922) and Ferdmaiul Pe*!- 
lenitie'r (1856-1901), While tlie Syndicalists are e*xtre*me‘ly 
radical, they are non-Marxian, the*ir Ix'liefs l>e‘ing more in¬ 
fluenced by Proudhe)n\s anarchi.sm. The'y thus have a difTe'rent 
idea of the part to be playexl by the state. Wliile* acce*pting 
the doctrine? of chuss struggle, the'y se'i'k iis their ge)al the al)oli- 
tion of the political state, and the .substitution of a e'e)iulitie)n 
of se'lf-ge>vernment by the> worke'rs, who are te) be' organizeil in 
non-politie*al ''industriaF' unions. The general strike is their 
great weapon. 

Syndicalism has e'xercise?d a considerable influence in the 
Unite'el States, thremgh the Socialist I.*abor Party (fe)rmiHl in 
1877) and the l.W.W. (Industrial Workers of the World, 1905). 
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Filially, the Guild Socialists are to be mentioned as repre¬ 
senting the latest variety of Socialist thought. This movement, 
which became effective shortly before the World War, hius been 
chiefly English, and is represented by Tawney, (^ole, and S. G. 
Hobson. It seeks to harmonize Socialism and Syndicalism, ad¬ 
vocating self-government by producers, but proposing a system 
of national gilds among producers and a national organization 
of consumers. 

r 

Philosophy and Socia. sm. — Being one of the most sharply 
defined lines of devclopna'iit in economic thought, Socialism 
furnishes an interesting field for testing the relationship be¬ 
tween metajihysics and economics, the general outlines of which 
have been sketched on pages 8 to 20. 

It may be stated that not only was Socialism in its bi'ginning 
idealistic, but that Socialism must be idealistic if it is to be 
logically consistent, and to build up a strong syst(*m. In the first 
place, as radicahy Socialists believe in the power of human 
judgment to coj)e with physical facts: by taking thought’' 
man can sweep away the sufferings and evils of th(‘ (‘xisting 
order. And along with this belief there is generally found the 
assumption of the perfc'ctibility of man — avowed by Godwin 
and the early Utopists, and tacitly assumed by all tme Socialists 
today. 

Like true radicals they do not count the cost, — which is to 
say, they do not admit the reality or the importance of oi)posing 
views, — and this is manifest in the Socialists' sch(»m(\s for 
directing industry according to political opinion of needs, or 
according to someone's estimate of total utility. In this, they 
do not count the costs involved in uncertainty and lapse of 
time, which are the grounds for profits and interest in the existing 
social order, to say nothing of physical depreciation. This 
manifests idealism, in the broad sense in which the term is here 
used. 

In the second place, as a special kind of radical, the Socialist 
stands for collective action. In this connection wo find the old 
ear-marks of idealism: the social-organism notion, and con- 
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fid(*n(*o in th(‘ power of the institution. From tin* Saint-Simoni- 
ans wlu) wrote ‘^Humanity is a eolI(‘etiv(j [)(*ing wliieh develops; 
that IxMiift has j<rown from generation to g(*neration as an indi¬ 
vidual grows,” to th(‘ Fabians who write, '‘"rhough th(j social or¬ 
ganism has its(»lf (‘Volv(‘d from the union of individual men, the 
individual is now creati'd by tin? social organism — and its p(‘r- 
sistcMice is accordingly his paramount <aul,” ‘ — always the triuj 
Socialist thinks as though individuals are or should b(‘ fused into 
a collective* unit that can act with singh*ne.ss of pur[)ose. 

Likewise* the* Socialists not only blame (‘xisting institutions, 
such as private* pre)p(*rty, for all our social ills; but they belie*ve 
that by fashie)ning new institutions we* can re‘ine*dy thejse* ills. 
Such a be‘lie‘f, of course*, indicate*s ce)nsiele*ral)le optimism, — 
anothe‘r inelie'atie)n e)f iele*alistic te'nde*ncie*s. 

As illustrating be)th of the* last twe) points, stands the* Social¬ 
ists' te'aching that the physical facts of natural se*areity and 
limitc'd land supply can be n(*gativ(Hl by e*e)lle*e*tive* e)wne*rship e)r 
by the al)e)lition of all owne*rship. Of similar signifi(‘ane*e*, is the 
fact that the* ('lassical law of diminishing re*turns is se*outed by 
tlie typie*al Soe*ialist. 

Hut, as is apt te) be* the case with the)se* ‘‘syst(‘ms” e)f theaight 
that ceane* te) be* re*ce)gnize»d as be*ing e)n the* whole “unsound,” 
we find dis(*ordant mate*rialistic e*le*me*nts e*re*e*ping into the* So¬ 
cialistic Ute)pia, and re*maining tlu're without any syntlK*sis. 
The e'arlie*st Soe*ialist and C'omiminist thinke*rs were ge*nerally 
j)re*tty ariste)e*ratic and re'e^ognizenl the* natural ditTerenms among 
me‘n; but the late'r e)ne's as ge*ne*rally assume*, or re'iuson as though 
the^y had assume*d, the mate*rialistic deK*trine that men are 
naturally eejual and that an e*qualize*el physie*al or institutional 
environment will establisli re»al ('quality. In thus magnifying 
the potency of physical facts, however, the Socialists are* cutting 
the ground from under the stnicture of the'ir ide'alistic reforms, 
based upon the pow(*r of reiison and of human institutions. 

Of more iinnKnliate economic significance, however, is the 
Socialists' th(*ory of value. Value t\s already shown, they have 

' Wobb, Fabian Essays, p. 67. 
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come to base upon cost, and more particularly the cost of labor. 
Under the influence of Marx they have refused to recognize 
utility as a determining element in the value problem. No'a^, cost 
is the measure of the resistance of nature to man, and it was in 
terms of cost that the materialistic Chussical economist measun^d 
value. Surely if the Socialists are to regard human values as 
dictated by physical facts they must give up their idealistic 
reforms. Marx\s materialistic interpretation of history is his 
half-conscious attempt to square Socialism with his theory of 
value and with the science of his day, by making the attainment 
of his ideals depend upon the operation of physical fa(‘ts and 
forces. It is the attempt to make an idealistic body run upon 
materialistic legs — to proceed in a revolutionary way by (evolu¬ 
tionary means. 

Socialism would direct industrial activities according to some 
conception of total utility worked out either through the judg¬ 
ment of leaders having authority or through democratic vote. 
How can it base economic values upon cost, whether mc^asun^d 
in units of pain or of time? To attempt to value goods on one 
basis and productive activities or industries on another, is fore¬ 
doomed. 

As might be expected, the incompatible materialistic ehanents 
are now being rapidly cast out by the nwisionists, though not 
until Socialism has all but lost its integrity as a body of thought. 

The Influence of the Socialists. — The influence of Social¬ 
istic writers upon economic thought has Imhmi a very important 
one. Especially is this true of Marx and Rodbertus, though it 
should be remembered that both were heavily indebted to thcar 
predecessors. The effect of Socialistic criticisms can be fully 
appreciated only when its twofold aspect is realized; for, in 
addition to its direct or primary results, there has been a pro¬ 
found influence which might be called reactional, — a tacit 
tendency so to modify or state economic doctrines as to take 
the ground from underneath Socialism. 

a. Direct or Primary Effects, — (1) In the first place, among 
the primary effects of Socialistic thought upon economic theory. 
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a point aln^ady made with regard to the earlicT Scicialists should 
b(‘ r(nt(‘rat(‘d. I'ho so-call(‘d “scientific Socialists“ continu(‘d 
and strengtheiK'd th(' idea that social institutioiLS are of historical 
growth and relative* to (‘iivironnuait. This is [)articularly true* of 
Karl Marx, who add<*d a w(‘alth of illustration from industrial 
history to str(*ngth(*n his position. This id<*a was potent in ov(‘r- 
throwing the* conce^ptions of nature philosophy and the “nat¬ 
ural/’ 

(2j Tli(‘ Socialists gave* gr(*at(‘r str(‘ngth to such tendency as 
th(*n‘ N\as among tin* (‘conomists to take the social |Kjint of view. 
As aln‘ady sfat(‘d, th(*y (*mphasiz(*d the fact that modern pro¬ 
duction in\olv(‘s a large d(‘gnM» of coope^ration and that the 
product is to that cxt(‘nt a .social one. A similar idt*a a))j>(‘ars in 
the* elex’trine* e)f e'onjuncture. Anel in the‘ir iele*ii.s ce)ne*e*rning cri.'>*(\s 
anel ove*rpre)eluction th(*y ke*pt te> the* fre)nt the* e*e>ne*e‘pt e>f .Mjcial 
utility, as e*ontraste*d with the private, indivielualistie* stand¬ 
point, accoreling to whie h eeamomi.sts consider(*d ob](‘Ctive ex¬ 
change* value* ale)ne*. 

(3) Se>e*iahstie* e*riti(*isin, me)re*ove*r, has le*d to a (*lo.ser analysis 
of the* e*e*e)ne)mie* fune*tie)ns e)f the state*. \Vhe*ther e*e)lle*ctivists. 
State* Soe’ialists, (’ommunists, or anare’hists, seane more e)r le*.ss 
raelie*al change* in the office of the governme*nt was involved; 
seane* alle*ratie)n in the scope of the individual’s ae*tivity. The 
dise*ussie)n e^f .such te)pie*s has inaele* pe).ssil)le a nmre ae'curate 
se‘|)aratie)n e)f the>se* activiti(*s which are me)st profitably intrustenl 
to the* state*, frean the)se* whie’h are, all things e'eaisiderenl, carrie'd 
on me)st e*ffie'ie*ntly by private initiative. The re*sult has beH*n a 
sane*r inelividuali.sm, eai the eme hand; while at the same time 
men are* ne) le)nge*r alarmed when the ge)ve*rnm(*nt take's e)ver seane 
branch of inelustry which the principle's of politics and e'conomics 
she)w will be^ be*st administi'red for the public we'Ifare when in 
public hands. 

(4) Se)e*ialism, tex), has eanpliasizi'd the probU'ms of distribu¬ 
tion as e*ontraste*d with pre)ducti(ai, and, above all, has ke'pt the 
que'stieai of distributive ju.stie*e heaivy upeai our (*e>n.scie'iu*e's. It 
must not be thought for a moment that economists as a whole 
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had overlooked this question. From Adam Smith on, some had 
dealt sympathetically with it, while others, like St^nior, had 
honestly believed — and perhaps correctly — that thc'ir sci( nco 
would make most progress by eliminating such qiuvstions, leav¬ 
ing them to ethics and politics. But tht're is such a thing as un¬ 
due abstraction and narrowness in this regard. Tlu* Socialists, 
then, with thoir charges of exploitation, have jx'rhaps done' a 
ser\dce to economists by causing them to consider tlu' qiu'stion, 
What is a just wage? 

On the other hand, it may be that some economists have b('(*n 
led too far afield in discussing such problems; that is, have 
unduly broadened the field of discussion opim to (economists as 
such. 

(5) Socialism as a whole has brought the general id(‘a of un¬ 
earned income into prominence, and particularly ‘^agrarian 
socialism,” in centering attention upon landcMl prop(*rty, has 
emphasized the ‘^unearned increment” of land. 

(6) Undoubtedly the function of capital and the nature of 
interest and profits have been placed in a ch'arc'r light on account 
of Socialistic attacks. It is most obvious that th(» n^futation of 
arguments that capital is mendy congeaknl labor and that 
profits are robbery, involved a mon' car(‘ful analysis of tlu’ 
doctrines of Smith and Ricardo than had l)(*en givc'ii to th(‘m 
prior to the days of llodbertus and Marx. J*]v(‘n tlu' writings of 
the earlier Socialists probably had some direct (‘ft’c'ct in tliis way. 

But somewhat less obvious would be a ])ossilde n('gativ(' in¬ 
fluence upon certain th(?ories. It is possible that the downfall of 
the wages-fund doctrine may hav(; Imhmi further(»d by Socialistic 
criticism; ^ while the separation (^f i)rofits from int(T(\st was (*n- 
couraged, partly because of the Socialist emphasis of tlu' non¬ 
productivity of capilalj and i>artiy to put interc'st in a bettcT 
light. Both of these developments, however, would have come 
regardless of Socialism. 

b. Secondary or Reactional Effects. — (1) By way of ri'action, 
Socialism has deeply influenced the tone and emi)hasis of 

* See above, p. 483, and below, pp. 570 ff. 
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oooiioniic writings. Tlio ofTccts here roforrcd to are far too subtle 
to !)(' pointed out in detail. One cannot read the works of the 
AusI rian school or of Profe.ssor J. B. Clark, however, without 
finding evidence* of what i.s meant. Today there are few text¬ 
books in economics which do not give; .some .space to a criticism 
of Socialism, and hen* and there .stre.s.s .some iwint in thwry as 
running coeinter to its doctrine.s. 

(2) Certain particular theories have* probably rectaved their 
present emphasis, in part, at leiist, from a desire to n*fute So¬ 
cialism. For illn.stration, the productivity theory of distribution 
as (l(*v('loped by the Austrians and Profe.s.sor .1. IL Clark may lx; 
nn'iitioned. A part of the idt'a se'ems to lx* that if it can be shown 
that each factor of pnxlnction gets what it produces, tin* prol)- 
lem of distributive justice is solve<l.' 

And .so it is with the ulihtu side of value. It i.s not improbable 
that the narrow, labor-cost theories of the Socialists helix'd bring 
on till* reaction to extr<*me marginal utility theories Ix'ginning in 
the seventies.- This would be the* logical result of the narrow 
and extreme way in which Marx carried the doctrines of Smith 
and Hicardo on value to a lalwtin ail (ibsurdum. 

J'iven before this, as has already Ih'cu .suggested, the theorj' of 
abstinence was doubtle.ss stimulated as a re.sult of Socialistic 
criticism; and in later day.s, the refini'inent of this theorj' as 
illustrati'd by the adoiition of .such coneepts as tho.se of “sav¬ 
ing” and “waiting” clearly have bci'u stimulati'd by the attacks 
which have been made upon the doctrine of abstinence.* 

* Which idea overlooks the difTerence lH*t\u'en personal and functional dis¬ 
tribution. 

* St*e Ix'low, pp. 5sl, ()LM'). There had U'en inarKinal-utility tlu^ories lonn lie- 
tore, but they had fallen on deaf ears. 

^ K.X., LiiMHalle’s classic bit of irony roneerniiiK the abstinence of Baron Uotha- 
chiJd. (7. Bullock, Princijilta of Ecofiomm, 3d od., p. 140. 
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Note on the Early Effeci' of Socialism cpox Immjno.mics 

Socialism, as such, was first effective as a criticism of economics, 
as such, in France. Saint-Simon, between 1803 and 1823, attacked 
the optimistic treatment of self-interest as the j^nvit motives force iii 
economics and emphasized the functions and duties of individuals in 
society rather than their rights and privil(‘ges. Idleness and mi^- 
direction of industry were pointed to as existing evils. Ilis followers 
raised the social question involved in the separation of laborers from 
the instruments of production, and indicated the wa>tes of middlemen. 
Fourier stressed the idea of consumption and the value of asM)ciation 
in production, lietween 1840 and 1840, Blanc and Proudhon, with a 
less Utopian spirit, brought out the dark >ide of com|)etition and main¬ 
tained the right of all men to subsistence. Proudhoji is esperaally im¬ 
portant in this connection, for, though his writing was incoherent, h(‘ 
was most vehement in his direct assaults upon (‘conomics, and his 
criticisms both reacted upon economists and alfocti'd later Socialists. 
He vigorously assailed the institution of privat(‘ property, esp(*cially 
in land, and challenged the justice of profits. He ridiculed th(» econ¬ 
omists^ theory of value, and him.self propounded a labor-cost theory. 
All these early French Socialists held to a rather mechanical historical 
concept of society. 

With the failure of the Revolution of 1848, French Socialism was 
all but extinguished; but its effects lived aft(*r it. In Franc(», econ¬ 
omists reacted almost violently, and tiio extremes of French Liberalism 
are no doubt in part due to hostility to SocialiMii. We see this beginning 
with Bastiat, and down to the pre.sent time. 

More than this, the torch was handed to (Jerman thinkers, and in 
1842 appeared Lorenz von Stein’s Der Sozinlismus und Kommunmnm 
des heutigen Frankreichs (The Soci(disni and Fommunivn of Contem¬ 
porary France), In 1846 Stein made the following statement whi(4i is 
in the nature of a prediction: ''4'he fruitful works of Socialistic litera¬ 
ture form an independent whole beside the old political economy. 
They have not yet been incor|K)ratcd, but it will be impossible f)er- 
manently to refuse them their place beside other theories.” ^ And it has 
been in Germany that this prediction has come nearest to fulfillment. 

^ Zeitschrift /. ges. Staatsmssemchaft, 1846 , p. 242 . 
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First came (Icrman “scientific*' Socialism with RcKlbertns and 
Marx. Dating jMThaps from the ('ommuriiM Manifesto (1848), a theory 
of social evolution wa.s framed which in its emphasis of the material 
basis and chiss struggle lias profoundly alTected economics. 

Down to about IStlO, Socialistic thought found little if any liold in 
Oormany, whether in the journals or tlie economic treatises; hut 
about 1818 the fire was kindle<l and its glow rapidly colored the thoughts 
of economists. In that year we find Hildebrand referring to the merits 
of the Socialists in emphasizing ethical factors in econtimics. \'arious 
conditions, at that time |)eculiar to (lennan thought. fanne<l, as it 
were, this (hjvelopnuMit. More remotely, the Kamerali'‘tic background 
made it easier to incorixirate the i<lea of state participation in industry 
into economics than would have Imhui the case in England, for example. 
Hut above all, a new ami truer concept of .society wits evolving.^ First 
came th(‘ concept of law and government as products of evolution, 
and thiMi the clear di.stinclion betwt'en the concepts of government and 
society. 

'fhe C’las.sical economi.sts had to a large extent |)roeeeded from a 
conception of the state or government as constituting the broadest 
e\i.>ting social n‘lation''hip. Within tlie government, whicli tliey con¬ 
ceived of as a ([uasi-nK'chanical |M)htical organization, the individual 
atoms moved acconling to tlie play of >elf-interest. They lacked the 
concept of a mor(* fundamental n*lation‘'hip among men — the concept 
of “.soci(‘ty” as distinct from government; and it followed that certain 
broadc'r and dee|K'r forces arising out of the social ndation were slightcni 
by them, 'riius, the elTects of low wages upon sorutff were little con- 
sidenxl. Moreover, even the jiale conception of .sock^ty found in Clas¬ 
sical economic.s wa> rath(*r ai>stract ami cold. Socialism by stnvMiig the 
class id(‘a madt* th(» class, at lea>t, a live thing, ('lass-isin (and a class 
is a part of a living .sockdy) became a step toward a broatler social 
point of view\ From such a narrow conception of .society, (terman 
thought had ma<le much progress; and this fact, I’ouphHl with the other 
conditions mentioned, made the appn'ciation of tlui Socialists’ philos¬ 
ophy much ki'cner than elstwvhere. The “discovery’* of society did 
relatively little violence to (Jerman economics. 

Accordingly, by the sixties the combiruMl forces of Socialism and 
the giuieral historical and ethical concepts of society, had found clear 
cxpre.s.sion in the thought of leading economists, ri'aching a climax 
about 1872 with Wagner’s Rede Ulwr die sozitde Frage and tlie formation 
of the Verein fur SocudfMlitik (1873). 

* Sec Pnifcsdor PhilIipovirh*8 srliolarly article on “Daa Kindrinifcn dcraosial- 
politincficn Idecn in <lic Litcratur” in Die HfUuicklitna der deuUchen Volk^wiri- 
achafUtchre tm D/ten JahrhuruUrt, 2tor Toil. 
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It is interesting to observe a close parallelism as to time in the de¬ 
velopment of English thought; though in England neither Socialism 
nor the Historical School has had anything like the influence which 
they exerted in Germany. J. S. Mill’s Principles of Political Economy 
came in 1848, showing some influence by Saint-Simon and Sismondi. 
No evidence is found of any influence of Socialism on the discussions 
of the Political Economy Club till between 1850 and 18()(). In 1869, 
we are told. Mill planned a work on Socialism, and only about 1870 
did the broader concept of society find clear expression in the writings 
of Bagehot {Physics and Politics, 1872) and Leslie. Of course, one finds 
discussions of Socialism in earlier English books; but in sucli books 
the bearing of Socialism on value and distribution — to say nothing of 
the concept of society — is generally not recognized. They merely 
defend private property as a motivizing force in productif)n. 4’hus 
McCulloch in his Principles (1825) defended security of property against 
such writers as Rousseau, Beccaria, and Mably, but went to extreme 
lengths in making labor the source of wealth without even mentioning 

them. Malthus, however, showed some effects of familiarity with 
Socialistic speculations concerning a better organization of socic'ty and 
the perfectibility of human nature. 

From Germany the torch was passed to the United States. Socialism 
came to exert an effect in this country about 1885, as is evidenced 
by the number of writings on Socialism which date from that time,* 
and by the fact that books on economics begin to show its infliuuice 

then. Thus A. L. Perry, in his Elements of Political Economy (1873) 
shows no evidence of any direct Socialistic influence. He confuses 
government with society and advocates laisser faire with little cjuali- 
fication. 

The reasons for this tardy reaction in America are relatively simple. 
A strongly individualistic people in a rich new environment with a 
slight development of capitali.sm and class consciousness, furnishes 
shallow soil for Socialistic seed. But with the crisis of 1873 the soil 
was deepened and enriched. There has come a wave of nationalism 
with the Civil War and it was strengthened by the growth of (!orporate 
business. Capitalism grew fast between the war and 1873, and the 
labor movement gathered way, finding expression in great strikes and 
political propaganda about 1876. 

^ A translation of Proudhon’s work on Property was published in Boston in 
1876. In 1880 Cook’s Sociaiism and Woolsey’s Communism ami Socialism ap¬ 
peared. But in 1884 came Starkweather and Wilson on Socialism, and Sumner 
on What Social Classes Owe Each Other; in 1885 Hill on Principles and Fallacies of 
Socialism; and in 1886 Ely’s French and German Socialism, Osgood’s Scientific 
Socialism, Brown’s Studies in Modern Socialism, Graham’s The Social Problem, 
Roles’ The Social Danger, and Behrends’ Socialism and Christianity, 



EARLY EFFECT OF SOCIALISM UPON ECONOMICS 507 


Finally, in the early eighties, a considerable nunil>er of young Ger¬ 
man-trained economists furnished a carrier for new concepts of so¬ 
ciety,--pupils of C’onrad, for instance, intrcxlucing new ideas on 
method and state interference. Hut in 1885, I^rofessor Newcornl), in 
his Principles of Politir/d Economy, devotes some attention to Social¬ 
ism, and General Walker writing in 18Ki shows clear evidence of the 
etTects of the Socialistic leaven. He attacks economists * for arguing 
that ther(‘ is no danger in wage reductipn.s. and shows that the larger 
profits may go into luxurious exf^mditure rather than greater demand 
for labor, whik* labor itM‘lf may Ixicome ixTinanently degra<led. He 
)M)ints to the great bodies of brutali/e<l laborers in Eurojx? as evidence. 
Walker also denic‘s the sufficiency of self-interest to insure wi.se action, 
and he s|x*cilically rccogni/es the limitations of a purely economic 
jximt of view, criti(’i/ing Hastiat for attempting to justify the existing 
ordi‘r. 

' Political Economy, p. 286. 




2. THE SCOPE AND METHOD 

\Vc now pass to another phase of the criticism of Classical 
economics. 

Political J^conomy as (l(iv^eloped by Adam Smith was not 
only incoinpl(*l(* in nuinlHT of theorems established, but was 
also ratluT inchoat<i in form: its scope was not clearly do- 
fiiu'd, and its method was not differentiated. It is but natural 
that, at so early a dat(‘ and in so early a stage, the n(*w 
sci(*nc(‘ was, .so to s|X‘ak, neith(T methodologically .sc*lf-con- 
scious nor (‘xactly d(‘cid(»d concerning its boundaries or subject 
matt(M*. 

For on(‘ thing, it naively combined within its scojx? both the 
arts of economy and government and the science of value. It 
was a jumble of tlu*ory and practical ])olicie.s, — without being 
awan* of the fact. Smith desalt with the cau.ses of irnproveriKMit 
in the productive j)owers of labor, with the distribution of the 
produc<‘ of labor among the various ranks and conditions of 
men, and with the effects of the accumulation of capital, — all 
with the general idea of the enrichment of the jH'ople and the 
sovereign. Evidently this conception of the scojx' of economics 
includes a large, mea.sure of the art of economy, and its complete 
d(*v(*lopment would involve not only a mingling of economics 
with <*thics and politics, but also the inclusion of many technical 
and p.sychological data in connection with production and 
consumption, resjx'ct ively. 

Sonu^ (iconomists would have excluded ‘‘consumption^^ from 
economics; others would have made it the central theme. 

Some would have had the economist deal with human 
“needs,” and have made happiness a goal; others would have 
taken wants of any kind for granted, and have considered only 
“effectual demand.” 

Some would have determined the scope of economics accord- 
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ing to the interests of society — or nations — as a whole; others 
would have delimited its field by applying the entrepreiu'ur 
point of view. 

Closely associated with this condition was the wavering 
treatment of wealth and the problem of value, as regards the 
objects to which these concepts should apply and tlu'ir n^lative 
importance in economics. Should “wealtlU' be limit(Hl to 
material goods? Should ^^productivitybe limited to raw ma¬ 
terials or to “vendible commodities'^? Should economics Ihj 
confined to the study of the phenomena of ('xcliangc* valiu*? 
Should “value" te limited to its objective manifi'stations? 

The Physiocrats used the term “wealth" to apply to mat(‘rial 
goods only, and centered economics in exchange'. valiK*. Tlu^ 
English Classicists were more inclined to include “s('rvic(‘s," 
but not to treat them as co(>rdinate with matc'rial wealth; 
and, being more concerned with the laborer and with con¬ 
sumption, they came to emphasize the “distribution" of wealth 
among the members of society. This kept up a stc'ady t('nd(*n(y 
toward ethical considerations. At the same time', tlu' adop¬ 
tion of the production-distribution-consumption ('conoinics 
tended to maintain the conception of wealth as consisting of 
material goods and the emphasis of objective value's, for tlu^ 
obvious reason that it would be difficult if not impossible' te) 
trace the production and consumption e^f non-material things. 
The result was that the Classical economics generally consisted of a 
body of semi-scientific thought concerning exchange values — of 
material goods — embedded in a mass of 'practical doctrines and 
descriptive statements concerning the well-being of ^^producers^^ 
and consu'mers” and the finances of the state. 

The scope of the Classical economics has been criticized by 
many. To mention but a few. Senior advocated the elimination 
of the practical and ethical elements. Muller and List urged the 
inclusion of various intangible social values, or “immaterial 
capital." Sismondi, too, is well known for his attack upon 
chrematistique, and he desired to make economics the art of 
increasing national happiness. The absolute and static character 
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of the prevailing economic analysis was much criticized, and 
notably by the Historical School, to be discussed in following 
chapters. 

Most of those critics, except such iis Sfmior, it will be observed, 
sought to broad(‘n tlu' scope of the seif^nce. It is interesting, 
th(‘r(ion‘, to n<jt(' a group which argu(‘d that the Classical 
(Tonomics was too broad and coinphix — too loosely knit — 
to b(‘ a r(‘al sci<Mic(‘; and which desired to n*duce it to a 
science of (‘\chang(‘s. iiiis group is briefly iliscuss(*d in the 
next chapt(M', and similar views ina}^ lx; found among the 
math(*matical economists of the subjective school, e.g., Jevons 
and Walras. 

As aln'ady indicati'd (p. 24), tlu^ m(*thod is niated to 
th(' scop(*. 1^‘rhaps th(‘ relationship is not (*ss(‘ntial, l)ut the 
tendency is for oiu' who desir(*s to broadtai the scojx' of the 
pluMionuaia dealt with by the (‘conomist to favor a concrete- 
induct iv(‘ ni(‘th(xl of reasoning. One who narrows tlu^ sco|x^ 
usually ‘‘abstracts,” and s(‘<‘ks a deductive method. When the 
sci(‘nci‘ is d(M*m<'d comph'tc* and its j)rincipl(‘s establislual, the 
use of induction is apt to fall to a minimum and the us(» of deduc¬ 
tion to j)r(*vail. 

Accordingly, as tlu; Classical economics gnwv in pow’er it 
became mon' dialuctive. In the hands of Hicardo and his follow'- 
(M’s, iiKdhod becaini* larg(‘ly abstract and deductive. One does 
not havi' to ri’ad far in the works of McCulloch, James Mill, 
and D(' C^uincey to becomi' convinced of that. And, as has ju.st 
b(‘(*n .seen, John Stuart Mill in his Political Kconomy ]KT|K;tuated 
the m(‘thod. This imdhod is apt to be a.ssociated with “ab.solut- 
isrn” in thought, jus is illustrated ))y the nature of the assum|>- 
tions conc(M*ning property and competition which were made by 
the Chissical School. The.se .social iiustitutions were valujible 
adjuncts to the individualistic philosophy which was instrumen¬ 
tal in bn'jiking dow n Mialievalism, but w hen fixedly assumed Jis 
‘‘naturjil,” without regard to evolving socijil conditions, they 
bi'cjinK* th(' uiusound preini.ses for erroneous conclusions. 

Following chapters will recount how critics arose against this 
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abstract-deductive method with its attendant absolutism. While 
attacking the method, they also pointed out the existence of 
narrowness and fallacies in the conclusions of the Ricardians, 
and Smith also came in for a share of criticism, though, on the 
whole, not so large a one. 



a. Critics of the Scope of Classical Economics 
CHAFrER XXV 

THE ADVOCATES OF A NARROW EXCHANGE- 
VALUE ECONOMICS 

Among tlio earliest criticisriLS of the C'lassical School \va.s 
one directed toward the seojM' which that s(‘ho()l had given 
to the sehaiee of iM-onoinies. This criticism attacked the pre¬ 
vailing d('finition of wealth, and the division of the scumce 
into such hraiu luvs as Production, Distrilnition, and Consumi)- 
tion; and it was so framed that it might almost lx* called an 
attempt at reconstruction. It was unfortunate, how(*v(*r, in 
that it was based upon such a .shallow understanding of the 
C’lassical do(‘trin(‘s, and involved such an attenuation of the 
science, that it gaini'd hut a .small following. 

T1h‘ criticism refernnl to, although it was but an offshoot 
of the Physiocratic systian, may \h\ .said to have Invii initialed 
by \Vhat(‘ly, and to hav<* centcTinl in tlu' thought of Bastiat and 
Mcl/'od. One will find difficulty in di.scovi*ring any discussion 
of Mclw<u)d in standard works, and I^iustiat is commonly known 
as a .shallow optimist who did not .succcihI in constructing a well- 
rouiuhnl work. Bastiat, however, died (LSoO) In'fore completing 
his work; while McIxmkI was too much concerned with his own 
id(*as to understand tho.s<* which he critici/x'd. He also lacked 
the brilliant style of the French writer. 

Antecedents of the Exchange-Value Economics. — In order 
to understand the thought of the writers ju.st mentioned it is 
necessary to go back to the Physiocrats, It will Ix' remembered 
that those eighteenth-century economists believed in a har¬ 
monious natural order, and were optimistic adherents of the 
doctrine of laisser Jaire. They regarded value and wealth as 
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mere exchange phenomena, and were not concerned with dis¬ 
tribution in the Say-Ricardo sense. Their idea of production, 
too, differed widely from that later adopted by the J^nglish 
Classical School. While the Physiocratic school came to an end 
with the French Revolution, its direct influence continiK'd to Ixi 
felt in France, and has never quite died. Fsp('cially to Ix' men¬ 
tioned is Condillac, who, w'hile a critic of the Physiocrats, had 
some ideas in common with them; and, what is mon' to our 
purpose, appears to have influenced Bastiat and McLecxl. 

Condillac’s ideas concerning value will be n'h'rn'd to in 
connection with another school of reconstruction. }io\v it 
is only necessary to note that he n'gard(‘d economics as a 
science of commerce or exchange, believed that both parti(‘s 
to an exchange gain, and advocated free trader Also, lu' main¬ 
tained that value is not based upon labor; that in fact cost is 
sanctioned by value, not value by cost. 

Lauderdale also ai)|X'ars to have influenci'd tlu^ advocates 
of a narrow, exchange-value economics. cl(*arly show'(‘d 
that there is no intrinsic value, and tliat no fix(‘d standard of 
value is possible. Above all, he formulatcnl a sort of law' of 
value, according to wdiich value varies (1) according to tluj 
demand and supply wdiich affect th(i commodity w'hos(‘ value is 
expressed, and (2) according to the d(*mand and supply w^iich 
affect the commodity that is adopted as a nu^asun^ of value. 
In addition, Lauderdale’s distinction lx4w'('en public and private 
wealth may harve suggested the idea of confining (‘conomic 
science rigidly to the latter. The difficulty of harmonizing “ pub¬ 
lic wealth” with private riches,” or the social point of vi(wv 
with the individual point of view, may l(;ad an economist to 
seek an escape, and he may attempt (uthcir to broadcai eco¬ 
nomics into a study of general welfare, or to narrow it to 
the mathematics of exchanges among individuals, or ‘H)usi- 
ness.” 

Most important as a direct predecessor, however, was Arch¬ 
bishop Richard Whately (1787-1863), who is notable for his 
argument in favor of making Political Economy a science of 
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“(Vitallactics,” or exchanges ‘ What(jly held that in making 
w(xilth the suF)ject of the seienee, economists had introduced 
confusions arising from the fact that the same things are not 
always w(*altli: (ronornics, h<? said, should be a science not of the 
things (*x(;hang<*d, but of <‘xchangc‘s. Furthermore, he not 
only stal(‘d that labor is not (‘sscaitial to value, but went so 
far as to claim that men dive h)r [K»arls because they have 
value. Whately, how('V(‘r, apiM*ars to have accepted the main 
fraiiK'Work of tlu* Classical economics. 

Th(* French t'conornist, Dunoyer,'-* in his optimism, his treat- 
mcMil of immat(Mial w(‘alth, and his doctrine of the ingratuitous 
servic(* of land, is to be mentioned as a forerunner of Bastiat, — 
one who hand<Hl on Physiocratic infliauars. 

Bastiat. - Bastiat himself has already been discussed as one 
who on tlie whole Ix'longcd to tlie (Miissical Sch(M>l, falling in 
th(» French LilM^ral wing and showing a charact<‘ri.stic optimism, 
lie was a strong b(‘licv(a* in a beneficent natural law which, if 
l(f aloiK*, would bring th(‘ industrial world into harmonious 
order. 'Fo him, iikmi seM'imMl to have* an inaliemabh' right to free 
trade. 

f'he point to be' esuphasizenl, he>weve'r, is that he maele value 
the starting point and e*e*nte'r e)f his e'conoinie’s, and hefel that 
value is known e)nly in e'xchange. “Value e’e)nsi.sts, the'ii, in the 
ce)mparative* appre'ciation e)f re'cipre)e‘al se'rvices, and so one 
may say that Politie’al Ke*e)ne)my is the theH)rv of value.'' But 
value, he .saiel, is imt ne'e*e'ssarily cemneH'te'el with mate'rial things; 
in fact, immaie'rial we'alth e'xists, anel, iis indie'ateni in the fore'- 
going (juotation, he' puts e've'rything in te»rms of ‘\s('r\dce's." 
Bastiat we)uld ame'nd the labor-cost the'ory of value, and sul>- 
stitute there'for the' ide'a of effort saved to the purcluvser, that 
is, the '^servico" rende'red. 

By assuming that all projx'rty represents ser\-ices rendered 
by the owner, he' we)uld have relieved economic thought of all 
ethical responsibility. 

* Inlrodurtort/ Ltcturrs on PolUical Economy (1832). 

* Sou »l)Ovt». pp. 35U f. 



516 


HISTORY OF ECONOMIC TIIOUCfHT 


Ill discussing iiitorost, Bastiat says: “Saving implies a service 
performed, and time allowed for an equivalent service to bo 
rendered in return; or to put it more generally, it nu'ans placing 
an interval of time between the service performed and ihi) serv¬ 
ice received. . . . The lapse of time which sc'parates th(' two 
services exchanged is itself a matter of arrangement and ex¬ 
change, for it too has value.” This is an important early states 
ment of the significance of the time element in the determina¬ 
tion of the interest rate. 

McLeod. — Henry Dunning McLeod graduated in 1843 
from Trinity College, Cambridge, with honors in rnathcMnatics. 
In 1857 he published his Elements of Political Economy and in 
1896 his History of Economics.^ Though McLi'od was inatluT 
so brilliant nor so influential as Bastiat, the groiij) of exchange- 
economics critics may bo said to culminate in him. His oiu^ 
great idea is that economics should be made a sci(Mi(M» of (ex¬ 
changes, and should deal exclusivxely with exchangee \ iil\u\ 

He claimed that economics is not only a moral sci(‘nc(e but 
also a physical science: “we find that the g(*n(eral laws of (ex¬ 
change, or the principles of comm(erc(‘, hold good among all 
nations. . . . The laws of commerce are id(entically th(e same 
today as they were when commerce first sprung into being, and 
they will remain the same to the end of tim(\ . . . Kcon()mi(\s 
may be raised to the rank of an exact science* ... of tlu* same* 
nature as the physical sciences.” H(* go(*s din'ctly back to th(* 
Physiocrats, hailing them as the true found(*rs of the sci(*nc(', 
rather than Adam Smith, and he draws support from the Roman 
jurists, Lauderdale, Whately, and Bastiat. 

Professor Marshall, in a note on Ricardo's theory of value, 
takes up Jevons' criticism, and goes on to say that similar 
attacks had been made by many, but that “among th(*m may 
especially be mentioned McLcjod, whose writings before 1870 
anticipated much both of the form and substance of recent 

^ Other works: Theory and Practice of Banking (5th ed., 1S02-1S9.3) ; Dictionary 
of Political Economy, Vol. I (1S02); Lectures on ('redit and Banking (1SS2); Elc^ 
menta of Banking (12th ed., 1895) ; Theory of Credit (1894) ; Bitnetalliam (1894). 
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criticisms on the Classical doctrines of value in relatioii to cost, 
by Professors Walras and ('arl M(?nger, who wf^re contempo¬ 
rary with Ji'vons, and Professors v. Rohm-Bawerk and Wieser, 
who were later.” 

“ValiK',” is dofnuHl by Mcl^ood as an affection of the mind, 
and not as a cjuality of an object. It is tla^ desire of th(‘ mind 
toward soiiK^thing external; either to acejuire it, which is posi¬ 
tive' value', e>r te) j^e't riel e>f it, which is ne*gative value*. Whem 
value* e)r ele^sire* procennls another step, and give's some'thing to 
obtain its el(‘sire*, it b(‘e*e)me-s eleananel. And all plu'nomena of 
value* e)r (exchange's arise' from r(‘cipre)e*al de'manel.” ‘ Like 
Whate'ly, he' urge's that ina-mue*h as all eM'onomie' ge)eHls have 
but one* ejuality, e'\e‘hange*al)ility, e'e'onomic'^ shoulel be' e'litire'ly 
de'Vote'd to that (luality. It .should be' ob.sf‘rve*d that while* he 
make's value* e)riginat(* in ele'inand, McLesKl says that e'ce)nomi(‘s 
has ne) busine*ss with psyche)logical e*xplanations e)f ele'inanel: 
“Economics has nothing to do with impot(*nt de*>ires of the 
mind which have no e*xt(*rnal manife'statiem.” Thus his analysis 
is highly e)bi('ctiv(*. 

As e*\'change'ability is the* emly criterion of “we'alth” re'e'og- 
nize'd by him, he* take's immatt'rial and ine*orpore*al ite*ms into 
the^ cate*ge)ry, and e‘V(*n eriticizc's the* Physie)crats for limiting 
the* ce)nce‘pt of we'alth te) material goexls. Mclii*e)d's (‘inphasis 
of ince)ri)ore*al ge)e)els has aroused some inte*ri'st, but has had 
little* e*ff(*et upon the* scie'iu'e*. 

Allothe*r iele*a stre's.se'el by McIi<'od is that of “ne'gative^ 
W’e*alth,” und(*r which he'ad he puts cre*elits. Every sum of 
mone*y, he* says, may be* r(*gard(*el as “the sum of tlve* pre'sent 
values of an infinites serie's of future payments, or . . . an 
annuity. And theses annuitie*s are ne'gative ('conomic eiuan- 
tities.” This idea has lu'cn favoral)ly commented upon by the 
English mathematical economist, Jevons. 

Mclx'exl was an individualist and a fre(^ trader. 

SuiK'rficiality and egotism mar Mclx'od’s work. For ex¬ 
ample, he berates Ricardo for what he thinks a faulty rent 

* Hialory of Economics, p. 168. 
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theory, saying that it is Ricardo^s idea that marginal cost 
determines price, but that it is price that really determines 
the margin of agricultural production. And he fails to see any 
reason for treating credits as claims upon wealth and offsetting 
them directly, instead of treating them as additions to exchange¬ 
able commodities. In a word, his point of view is a narrow, 
individualistic one, and his vision is obscured by omitting pro¬ 
duction and consumption from consideration. 

Some Adherents and Similar Tendencies. — The American, 
A. L. Perry,^ seems to combine the ideas of Bastiat and McLeod 
without making any improvements: Economics is the sci(‘nc(‘ 
of exchanges, or value; reciprocal demand constitut(*s value; 
the Ricardian theory of rent is erroneous; only specific duties 
for revenue purposes are justifiable. 

Michel Chevalier (1806-1879), the French economist, appears 
to have been somewhat influenced by McLeod as well as by 
Bastiat. 

Walter Bagehot, in his ideas on the scope of economics, ^ 
showed some affinity with McLeod\s theories; but is not to be 
thought of as belonging entirely to the group now under dis¬ 
cussion. 

Jevons^ value theory presents some similarity, and it also 
seems probable that Walras was influenced directly or indirectly 
by Bastiat and McLeod. Consequently, Cassel and other 
mathematical economists since 1870 have been affected. The 
Italian economist, Pantaleoni, in his Pvxe Economics^ shows 
clear traces of McLeod's ideas. 

One tendency of those who would limit the scope of eco¬ 
nomics is thus found among mathematical economists (notably 
Walras and Cassel) who desire to reduce everything to soluble 
equations of exchange. Another tendency apixjars in the 
thought of those who, without resort to mathematics, seek to 
avoid all ethical and philosophical complications, and to get 
rid of the clash between human wants and costs. Thus H. G. 

^ Elements of Political Economy (1866). 

* See below, p. 528. 
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Davenport/ an American, would have had economics take a 
purely individual standpoint, therel^y reducing cost to the 
^^)pportunities” (utilities) foregone by entrepn*neurs. 

The common t<*n(lency of those who would thus narrow the 
sco})e of ('conomics to an accountancy for mark(‘t exchanges, is 
to deal onlj' with quantities of goods (‘\chang(*d, and to take 
for granted the pric(‘s or ratios of exchange without any real 
consideration of tlu* causal forces which determine value. This 
tluy do by n'ducing value to ‘‘reciprocal d(‘mand,” “recipro¬ 
cal .s(M*vic(‘,” “altcTiiative use,” “raret6” or scarcity, or other 
qiK'stion-lx'gging relatives and eciuations. 

Summary. - 'I'lie writers thus briefly mentioned are alike 
in that they severely criticiz(Hl the scope* giv(*n to (‘conomics by 
Smith and Ricardo. Sun'ly it is intere.sting to find a grouj), no 
matt(*r how we'ak, wlu(*h traces its d(*.<cent directly from Les 
fjconomistci^ of 1750; and it .servers to bring out the diff(Tences, 
sonietinu's forgotte'ii, which (‘xistenl b(*tW(HMi the economics of 
Smith and (iu<\snay. It is as if a s(‘parat(* branch from one of 
th<* two (Mghteenth-(*<Mitury roots of tlu* tree* of economics had 
made itself known by the* different fruit which it bore. Had 
Whately, Bastiat, and McIj<'od had their way, (‘conomic analy¬ 
sis would have b(H*n simplified, and the scofH? of economics 
have* bee'll much narrowed. Only such asjK*(*ts of production 
and distribution wouKl have be'en include'el as would fall within 
tlui field of (‘xchange*, and consumption would have be*eii prac¬ 
tically exchuh'd. 

The grou]) discussed in this chaptiT agrml in desiring to make 
economics a science of objective value, and to confine it to 
exchange relations. In accordance witli this idea, they rejectenl 
the material conce])t of wealth: holding that anything which 
is exchange'd is wealth, tlu*y include'el immaterial ge>oels. Simi¬ 
larly, they ngecteel the labor-e’ost theory of value, and empha¬ 
sized demand in their disiaission of the determination of value. 
A mathematical slant is apparent in their thought, suggesting 
something of the approach later taken by Walras. And both 

* Ewmmics of Etdcrpnsc, N. Y., 1913. 
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Bastiat and McLeod anticipated the Austrian School in some 
respects, concerning both value and interest, their discussion 
of the time element in connection with loans being noteworthy. 

All were individualistic, laisser-faire, and optimistic. 

The reputation gained by most of the earlier economists men¬ 
tioned is so small that it may be well to point out that the main 
idea for which they stood is not an absurd one, but on the 
contrary is quite reasonable, as is demonstrated by its reappear¬ 
ance in such keen minds as those of Walras and Davenport. 

In fact, in view of the difficulties and inconsistencies in which 
the complicated mass of Classical economic doctrine was in¬ 
volved, it is not surprising that the simplification of the science 
was proposed. The political economy of the day wiis built upon 
a mass of little understood premises and hypoth(‘ses, some of 
which were under attack by the Socialists. Tluj labor-cost 
theory of value was breaking dowm, and the ^‘shan\s^^ in ^^dis¬ 
tributionseemed to constitute an insoluble problem. .John 
Stuart MilFs restatement was evidently not final, and political 
economy seemed to be drawing no m^arer to the goal of be¬ 
coming a true science. How easy, then, to give up the attempt 
to carry out the analysis based upon ‘Svealth^^ in the social 
sense, and upon definitions of wages, inten'st, rent, and profits 
which did not conform to business usage, and to substitute 
therefor concepts based upon a private-business point of view. 
Instead of entering a maze of cost and utility analysis, the 
exchange-value economist would take the objective facts of 
market ratios without inquiring why. Let wetiUh equal all ex- 
changeable things; let production equal offering for sale; take 
consumption for grantedy and in its place put demand. Thus 
could he built a limited hut exact science, — a science of business 
or commerce. This would be in the spirit of the original Econo-- 
mistes. 

Of course, this statement carries its own criticism. Such a 
science would require another one to aaswer the numerous 
“whys'^ that would arise at every point. Like accountancy, it 
would take an extreme individualistic point of view and would 
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fail to explain the j)henorncna of industrial society. It would 
euffice for the tradcM\s on a stock or produce <?\'chang(‘, but it 
would not be political economy or social sci(*nce. 

It would !)(' int(‘restinj5, were it possible, to trace th(^ part 
played by Socialism in occjisioning the movcamait described in 
this chapter. Th(‘r(i can Ije no doubt that a desire to refute 
Socialistic doctriiu's was partly r(‘sponsible for tlu* abandoiuiKait 
of cost theori(‘s; and by bej^inning with mark(*t pric(‘s, tak(*n to 
measiin? d(*nuuid and supply (chiefly demand;, troublesome 
(questions coiic(‘rniiig th(‘ rewards for the factors of production 
wen^ (*liniinat('d from the discussion. 

In this r('s])('ct, tlu* exchange-value economists n^sembh* the 
.subj(»ctivc-valu(‘ grouj) (and esp<‘ciaily the mathematical l>ranch) 
which about 1S7() attempte<l to n^construct the science. X(*ith(‘r 
group was coiuxaiuHl witli Distribution,^^ but both (auleavonxl 
to d<'t<‘rniin(i valiu' without regard to the factors of jmxluction 
and their ‘S'osts.^^ Both weni math(‘matically inclined; and 
both (‘mphasiz(‘d d(*niand. The gr(‘at diff(T(‘nc(» li(‘s in the fact 
that oiu^ att<*mpt('d to d(*veloj) a cold and thin theory of ob¬ 
jective, mark(*t-plac(' valuers; while the other, as we shall s(*e, 
Ix'came invohaxl in sucli psychological mazes that they hardly 
found their way as far as the market. 




b. Critics of the Method 

CIIAI>TIOR XXVI 

CONCRETE-HISTORICAL CRITICISM IN 
GREAT BRITAIN 

In introducing the historical critics who are to l>e taken up 
in this and the following chapter, it is important to obsiTVo 
that, while th(‘ir attacks upon ‘‘methocr^ are emphasized, they 
were more than mer<‘ methodologists. A few would Ixi consider¬ 
able as economic tlu'orists. Most of theun are notable* as critics 
of the “scope** of e‘<’e)nomie*s. Inele^e'd, the historian might be 
justifie*el in pre*s(*nting at this pe)int a chapte‘r ele*aling with those 
who, inst(*ad of seM*king to narrow the* scoiw of ee’onomics, de- 
sire*d te) breiaden it by inclueling all fe)re*e*s, me)tive\s, and coneli- 
tions wliich have afTe'e*te*d the* de*ve‘le)j>me*nt e)f man in se)ciejty. 
Such has be‘en the* te*nde*ne*y eif tlie “historie^al** schexds of 
thought. The*ir outstanding charae’te*ristic, he)wever, has In'en 
their prope).se*d methoel, aiiel the*re*fe)re, while lH*aring in mind 
their significance as critic's of the* sco])e of the ('lassical eco¬ 
nomics, we piTsent them here primarily from the former stand¬ 
point. 

One* of the most just criticisms of the English Classical 
School cone*(*rns the* ab.stract character of its n*asoning. In 
order to weigh rightly this criticism, however, it is essential to 
observ^e that it has at leiust two tus|H'cts, and that the*y vary 
in their importance. Thus it is one thing to se^t up a numlxr of 
abstractions and then to procexHl jus though they were the con- 
erede facts; l)Ut it is another matter to cut away certain com¬ 
plications with the idea of ascertaining more clearly what 
would happen without them, consciously providing for the 
reintroduction of such complications as required. Too often, a 
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thinker begins with the second mode of procedure only to be¬ 
come blind to the complications, and so to end in the narrowness 
and absolutism which characterize the first type. But this all 
too frequent outcome need not blind one to the legitimacy and 
the advantages of the second. It has, however, bliiuh'tl c<'rtain 
critics in whole or in part; and, as will appear, the valid and 
the invalid, the conscious and the unconscious abstraction, 
have been assailed without discrimination. 

Some of the reasons for the abstract character of tlu' (*arly 
political economists, English and Fnaich, havt' Immmi r(‘f(*rr(‘d 
to in discussing those men. For oik' thing, the inat(‘rial and 
machinery for effective conende investigation w(u*(' d(*fici(‘nt. 
History was inadequate; statistics lik(‘wis(\ J*A'('n had th(‘ ma¬ 
terial existed in abundance, tluTe is, pcThaps, some force* in 
Leslie\s point that the canons of induction had not b(*(*n de¬ 
veloped, that branch of logic being th(*n an inf(‘ri()r instrunu'iit. 
The outline of the science had to be dev(*loped in ord(*r to cause 
a demand for materials to com])lete and corn'ct it. Mon* i)osi- 
tiv(*ly, the methods of the oth(*r scien(*(‘s wen* influential. In 
the natural sciences, the more abstract and dcHluctive' m(*thods 
of a.stronomy were the pattern, while the* sp(*culations of me)ral 
philosophy gave the more immediate* ba(‘kground. Furth(*r- 
more, the nature philosophy dominant at the* birth of political 
economy begot a tend(*ncy to doctrinal alxsolutism that (*asily 
resulted in undue abstraction: hunner faire was made* a law of 
nature, applicable in all times and place*s, — and fe)rthwith its 
existence in the shape of free competition came to be a.ssunu*d 
as more than an hypothesis. 

To be sure, there is much historical matter in the Wealth of 
NationSj and Smith\s method is by no means entirely deductive. 
And, following Smith, Malthus introduces the results of trav^el 
and wide historical reading in his Principles of Population, But 
in both cases the facts were introduced chiefly to illustrate a 
priori conclusions. 

This tendency to undue abstraction reached its height in the 
Ricardian school, and at about the same time there came a 
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reaction and criticism. In France, Sismondi contributed to this. 
It lias already been pointed out that nations who.se circum¬ 
stance's dilTe'H'd from those of Kngland — e.specially Germany 
and the Unitc'd States — took i.^sue^ with generalizatioiLS which 
did not fit tlu'ir concrete* (*onditions. Accordingly, the Nation¬ 
alists, including such me'ii as List and (.'arey, aro.se as critics 
who attacke'd not einly the doctrine's but also the scope and 
me'thexl of ('lassical e'conomie's. This line of obje,*ction and 
otiu'rs, we're* tlu'ii de've'lope'd and given a broad, scientific setting 
by the* (le'rman IIistorie*al Scheiol. 

In the* pre'se'iit chapte*r, are to be trace'd similar developments 
in the land of Smithianism and RicarelianLsm. It should Ix) 
pointe'd out in advane-e*, Imvve've'r, that the write*rs to be treated 
do not feirm a “school’^ as diel the (Jerman historie*al ee'onomists. 
The'ir work was sporadic, and, as will lx* se*t*n, was scattered 
ove*r a long pe'iiod of time. 

Though men'Iy to lx* me*ntione*d here, the importance of the 
example* .s<*t by Darwin and S|x*ne*e‘r alxnit the middle of the 
C(*ntury, lu'e'ds to lx* re'ine'inbereHl, The* care*ful study of facts 
was stimulate'd by J)arwin^s work on the law of stniggle for 
survival; and Sp<*ncer's Stfcial Static.^ (1850), treating of the 
(*voIution of socic'ty through natural law, gave further impt'tus 
to the historical idea. 

John Graig anel Jeihn Rexike may be passed over with a word: 
The latter was eiptimistie*, some»what inclined to refer to history, 
and criticize*d Ricarelo for ove*rl(X)king te*mporary and concrete 
things; * the* fornie*r in his livmarks on Political Economy (1821) 
argue*el against the* de>ctrine that wages and profits must 
vary inve*rse*ly, aiipc'aling to hi.story for evidence. Craig also 
was critically inclined toward the Ricardian wage and rent 
theories. 

Richard Jones. — Richard Jones (1790-1855) may be named 
as the fii^st important rebel. His particular point of attack was 
the Ricardian doctrine of re*ut, which he assailed in vigorous 
terms in his Essay on the Distribution of Wealth and on the Sources 

‘ Principles of National Wealth (1825). 
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of Taxation (1831).^ All land rents ho divides into two classes, 
peasant rents and farmers' rents. The former are d(‘t('rmiiied 
solely by bargain between the proprietor and a sc't of laborers 
who are chained to the soil, and use their small capital to g(‘t a 
bare living. Jones' contention is that farmers' rents deserv e' the 
exclusive attention given to them only as a scientific i)robl('m 
affording mental gymnastics; if the number of people concerned 
be considered, peasant rents are far and away tlie more' impor¬ 
tant, — in the past they have prevaih'd everywlu're, and are 
the predominant form of rent now (1831). 

The abstract assumptions of Ricardo's teaching are pointc'd 
out as follows. If (1) lands wTre first appropriated l)y those' 
willing to bestow' pains on cultivation, and (2) if the'H' we'H' 
free access to uncultivated lands, the theory would hold; “but 
the past history and present state of the' world yie'ld abuiulant 
testimony, that it neither is, nor eve'r has be(*n, a practical 
truth, and that the assumption of it as the basis of a systc'm of 
political philosophy is a mere fallacy." ^ Join's furtln'r state's 
that Ricardians make the “visionary" assumptions that (3) 
while there is unoccupied land, no rent, exce'pt in i)roporti()n to 
superiority over such land, exists, and that (4) n'lit is lU've'r 
the immediate result of cultivation. Jones also d(*ni(‘s that n'lit 
increases only through the n'sort to inferior agrie'ultural in¬ 
vestments, his argument being easily triumi)hant, ■— as he se t's 
it, — since he denies diminishing re'turns e)n the^ grenmd that 
improvements in the arts of production invalidate it.*^ 

That these criticisms do not te>uch the heart of the tlu'ory 
of rent will be readily recognized. Properly inte'rpre'te'd, the 
third Ricardian assumption is correct as a long-run tende'nc}^ 
and Jones seems to be in error in putting the fourth assumption 
into the mouth of Ricardo. His criticism of diminishing returns, 
however, brought out the necessity for a distinction between 
the historical law and one good at any given time. His chief 

^ Vol. I. No other appeared. 

* DiatribiUion of Wealth, Chap. I. 

* Ibid., Chap. I, p. 199. 
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sorv^ico in this coniHMition is that ho called men's attention to 
th(' fact that fr(K]uently what is callfKi njiit is *V*ontraet rent" 
not economic nsit; and that, in general, he i>ointcHl out that the 
rent tluH)rv as commonly stated rests upon certain abstractions 
which limit its application. 

In this same' work. Joints shows that where peasant rents 
obtain, th(‘ int(‘r(\sts of the landlord and society are not opposed. 

He also criticizes the? wag(\s-fund thcHjry, jis will appear lat(‘r. 

Som(‘thing of Joik's' purj^osc^ and method an) revealed in the 
following exc(*rpt: ‘‘if we wish to make* ours(‘lv(\s acquainted 
with th(‘ (H’onoiny and arrangenu^nts by which the different 
nations of the' cMvrth produce or distribute their revenues, I 
really know of but oiu‘ way to obtain our object, and that is to 
look and ‘ And in 1833, in addn'ssing the Indian cadets, 
h(‘ said: “We must g(‘t compn^hensive vi(*ws of facts, that we 
may arrive' at the* principle's that are' truly comprc'he'nsive" — 
othe'rwise' “ge'iieral principle's" would have' no generality. This 
spirit is te) seane' e'xte'iit illustrate'd in aii article' on “Primitive 
Pe)litie*al I]e*e)noiny e)f Kngland" publisht'il in the Edinburgh 
licvicw fe)r 1847. Ile're' he give's an accemnt of Mercantilism 
whie*h is still we)rth leading. 

Je)ne's was little' kne)wn te) the outside world, but afte'r 1859, 
whe'ii his IJteniry Eemaiius were published through the activity 
of Dr. Whe'we'll, he) pe)\ve‘rfully affe'cte'd the minds of many 
English stude'iits. 

Shortly fe)lle)wing Je)n('s' criticism, came that of the Ame'rican 
Je)hn Rae* (1834) to whie'h re*fe'rence has alrejuly bi'en made.^ 
On the' basis e)f Racon's Novum Organumj he formulate'd certain 
canons of inductive' science, and showenl that Aelam Smith's 
thought was not truly inductive. 

Walter Bagehot (1826-1877), banker and son of a banker, 

' Introductory Lccteirc at Kiiifr'fl College, Litvrary Rcnxains, p. 5Gt>. Professor 
Marshiiil has pointed out t!iat Jones did not sutlioiently distinguish l)etween 
generality of conception and method on the one hand, and generality of doc¬ 
trine on the other. (“ Old Generation of Kconomists and the New,” Quar, Jr, 
Econ. XI. 11«.) 

* Above, p. 380. 



528 


HISTORY OF ECONOMIC THOUGHT 


and editor of the Economist^ was an adiniral)le combination of 
student and man of affairs. Though more incliiK'd to follow 
Ricardo than any other writer to be mentioned in this chaf)t(‘r, 
he was kept from undue abstraction, ‘and his great service^ wjis 
to show the relation between facts and theories, especially in 
reconciling economics and history.^ 

Bagehot's only notable thought on the material of pure thwry 
concerns the entrepreneur or employing capitalist. The func¬ 
tions and importance of this productive agc'iit are statc^d in 
some detail, and Bagehot was in ath ancc' of English ('conomists 
in this matter. He insists that the costs of production an^ (Mitre- 
preneur’s expenses, of w'hich he gives a p(‘(*uliar and eiTon(M)us 
analysis.^ 

His greatest positive contributions to economic thought lie 
in the field of money and banking. 

Our chief concern with Ikagc'hot, however, lies in his treatm(*nt 
of the method and scope of political economy. For oik' thing, h(» 
limited the application of the science to conditions su(‘h as 
prevailed in a well-developed exchange economy: ^^The science* 
of Political Economy as we have it in J^ngland may be* de*fine*d 
as the science of business, such as busine*ss is in large produe*tive 
and trading communitie*s.” This science he recognized as a 
product of developments dating from the Industrial Revolu¬ 
tion. There had been a preeconomic age, when the assumptie)ns 
now made would not apply. 

He was among the first of English economists to appreciate 
the idea of evolution in connection with social science. (In th(*.se 
matters Sir Henry Maine was to Bagehot what Savigny was to 
the German historical economists.) This fact appears clearly 

' Bagehot's writings are as follows: — 

International Coinage (1869). 

Depreciation of Silver (1877). Reprinted from Economist, 

Lombard Street (1873). 

Economic Studies, a collection of his essays, published 1880. 

The English Constitution. 

Essays on Parliamentary Reform. 

Physics and Politics (1872). 

* Economic Studies, chapter on “Cost of Production.'* 
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in his work on nrul Politics (1872), in which he discusses 

th(' evolution from a premmomic to an economic age. In this 
sam(‘ work 1 h‘ l)rings out the force of custom as limiting com- 
p(»tition. 

In fa(.*t, Ihi^ehot states that there are three valid objections 
to the iMiglish political economy: it is too often put fonvard as 
explaining the* principal — or even all — causes of wealth in all 
soci(»ti(‘s; it is loo al)stract; there is not enough verification. 
Moh'ovct, h(' saw that competition did not always work for the 
l)(\st inter(*sts of mankind. 

But Bag('hot did not d(‘sire to abandon either the deductive 
method or abstraction. '‘The proce.ss by which physical science 
has Ix'coiiK' what it is, has not been that of discarding abstract 
sp(‘(‘ulations, but of working*' tluan out. More verification is 
ne<*dcd. Rightly und(‘rstood, the historical and abstract methcKls 
ar(‘ not in conflict. 'Die complexity and ceasele.ss change of 
modern ('conomic lib' mak(‘ a comphde record of industry im- 
po.ssibl('; statistics an* a “scrap of scraps." 

Though an admirer of Ricardo, Bagehot was not blind to that 
writer's t(‘nd(‘ncy to n^ason about abstract things as though 
th(\y w(‘re n‘al: “II(‘ (Ricardo] thought he was considering actual 
human nature' in its actual circumstances, when he was really 
considc'ring a fictitious nature' in fictitious circumstances." * 
Of Janu's Mill he? .says: “He weaild have slmddered at our 
modern e'once'ption of Politie^al l‘;ce)nomy as a convenient series 
of deductions fre)m as.sumed axioms which are never quite tnie, 
which in many time's and countrie's would be utterly untnie, but 
whicli are sufficie'iitly iK'ar to the principal conditions of the 
mode*rn worlel to make it useful to consider them by tlu'mselves." 

Leslie. — In several respects, the successor of Richard Jones 
was the Irish economist, Thomas hklward ClifTe Leslie (1825?- 
1882). He \vas educated at King William's College, Isle of Man, 
and Trinity College, Dublin, where he was greatly influenced by 
the lectures of Sir Henry Maine. In his writings, he carries 
Maine's historical method over into political economy. He was 
p. 157. 
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also a reader of Comte, and knew the Gorman Historical School 
through the works of Roscher and Knios. 

Leslie^s chief work is collected in two volumes of essays: Land 
Systems and Industrial Economy of Ireland, England, and C(m- 
tinental Countries (1870); and Essays in Moral and Political 
Philosophy (1879). His positive contributions concerned pri(*(\s, 
wages, distribution of precious metals, and agrarian pr()l)l(‘ms. 
His attack on the wages-fund theory will be mentioned in an¬ 
other chapter. 

But Leslie's significance lies in the negative or destructive 
work he did, notably his opposition to abstract, a priori nudhods 
in political economy. Ricardo, he says, in his laws’' of natural 
wages, profits, and prices, ignored the essential diffc'rencc' be¬ 
tween stationary and progressive .societies. Had the economists, 
for example, in place of reasoning from an assumption, examiiK'd 
the facts, great inequalities in wage's, even within the* sanuj 
occupation, would have been recognize'd. In Leslie's ('ye's, as in 
those of the German Historical School, man is not a m(*r(' ex¬ 
changing animal — a personification of an abstraction; ''hv is 
the actual human being such as history and surrounding circum¬ 
stances have made him, with all his wants, i)a.ssions, and in¬ 
firmities." 

Pure deduction, he held, had betrayed Ricardians into ^S'nor- 
mous fallacies" — fallacies from which Smith's elc'inent of in¬ 
duction had saved him — such as the doctrine of e'qualized wages 
and profits, and the theory that the rate of profits cannot rise 
except by a fall in wages. 

Leslie strove valiantly to dispel what ho tormcKl "the ancient 
mist of realism," that is, the practice of confusing several ideas 
in one word. Thus he argued that the "wag(^ fund" was an 
imaginary category; that "private interest" is mc'rely a collec¬ 
tive term for a number of individual wants, wishes, and taste's 
which vary with time and place; it is confused, tex), with the 
phrase, "desire for wealth," which, in turn, stands for a multi¬ 
plicity of ideas.^ Even such a word as "emigration," Leslie 

* Land Systems, pp. 85 ff. 
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snows, has l)(H?u us(k1 to confuse a healthful movement such as is 
effective in raising wiig(‘s, with an ineffective and harmful one 
resulting from (ivil institutioiLs. 

Th(^ opinion that political economy had been prostituted to 
the (Muls of class int(‘rest was pretty clearly expressed by Leslie. 
Smith, h(' says, could not have fon^cnm how ^the progress of 
opulence^ would govcTii th(* interpn'tation of his doctrines, or 
how th(» syst(‘m h(* promulgatcnl as the system of liberty, justice, 
and divine Ijenevoh'iicc*, would be mouldcMi into a system of 
selfishn(‘ss by ‘the private inten'sts and prejudice's of particular 
orders of iikmi.’ ^ Again he state's: “Instead of a science of 
wealth, they give us a sci('nc('/or wealth.“ - 

This broad-miiuleHl (‘conoinist vigorously opposes the hedo¬ 
nistic utilitarianiMn of the' economists of his day. Happiness 
cannot be the ultimate' and only t('st: if it is l)etter to be a sad 
philosopher than a iiK'rry fool, as, according to Mill, all.men of 
elevation admit, tlu'ii there nm.st be .sonu'thing more desirable 
than m('r(' happiness. Leslie' thinks that “the progrr's.sive im- 
prove'ine'ut of living eTC'atures^ is the Ix'st purpose the world 
contains. 

He' doe's ne)t, lie)we'V('r, e'seape one e>f the weaknesses of the 
Historical School. The' ne'gative' characte'r e)f his work has bet'u 
me'iitioiK'd, anel his te'nde'ney is to le'ave us without de'finite 
ce)nclusi()ns. re)litical e'e'onomy to him was “an asse'inblage of 
spe'<‘ulations and doctrines which are the re'sult of a particular 
history.“ He' be'lie've'd that “ne) ceanple'te' and final philosophy 
of life' and human aims has be'e'ii e'e)nstructe'd; that the world 
abounds in in.soluble pre)ble'ms, and that man's ideal of virtue is 
both histe)ri('al and pre)gre'ssive'." In she)rt, I^lie was inclined 
to de'iiy any validity to e'ce)nomic “laws." 

It is not true, however, that he dcnicMi a place to the deductive 
mothexl: “by combinifig the elose'st observation of phenomena 
with the l)olde'st use e)f speculatie)n and scientific hypothesis," * 
other sciences had progri'sse'd. His whole contention is admi¬ 
rably fe)rmulated in the following quotation: political economy’s 

^ EaaaySt p. 149. * Land Syatema, p. 89. * Eaaaya, p. 378. 
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‘^fundamental laws ought to be obtained by careful induction, 
that assumptions from which an unreal order of things and un¬ 
real uniformities are deduced cannot bo regardcxl as final or 
adequate; and that facts, instead of being irrelevant to the 
economist's reasoning, are the phenomena from which lu' must 
infer his general principles, and by which ho ought constantly 
to verify his deductions/’ ^ This may bo profitably comparixl 
with Senior’s views/^ 

It is to be remembered that final judgment can only with 
difficulty be pronounced conc('rning I^slie’s thought; for the 
work which was to have set forth his ideas systc'inatically was 
lost while in manuscript form. This severe blow is known to 
have hastened his death. 

Ingram. — John Kells Ingram (1824 1907) was, like Leslie, 
an Irish economist in Trinity College, Dublin; and his vii'ws are 
in many respects identical with his countryman’s. Ilis chief 
works are an address on The Present Position and Prospects of 
Political Economy (1878), and A History of Political Economy^ 
originally published as the article on Political l^Iconomy in the 
Encyclopaedia Britannica. Ingram complains that the Classical 
doctrines are “homogeneous with the school logics, with the 
abstract unhistorical jurisprudence, with the a priori (4hics and 
politics, and other similar antiquated systems of thought.” ^ 
They are too individualistic, unmoral, and considcT (‘X(*hange 
value too exclusively. We must base our studies more on modiTU 
physics and biology. The old abstract formuljfi that all men 
desire wealth and dislike exertion, must bo given up: “J'he 
laws of wealth must be inferred from the facts of wealth, not 
from the postulate of human selfishness.” However, “re¬ 
flective analysis” will be continually used: ascertained truths 
respecting human nature may be used as guides; and, occa¬ 
sionally, a deliberately instituted hypothesis may be legiti¬ 
mate. 

Ingram was an outspoken follower of the philosopher, Au¬ 
guste Comte, from whom he professed to draw his inspiration, 

1 Land Systems, p. 358. * See above, p. 344. * History, p. 240. 
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though ho was perfectly familiar with the German Historical 
School.* 

Toynbee. — Arnold Toynbee (1852-1883) should not be for- 
gott(‘ii among the coiicn‘t(^historical critics. A young man when 
he di(^d, his vicnvs had .scarcely rip^aied, and his fragmentary 
writings sometinu's .‘^how .signs of haste and even inconsi.stency.* 

All his work was colorcxl by an earnest and enthu.siastic desire 
for social n^forin, and h(' made a special study of poverty and the 
labor prol)l(*m, fn^cjiKMitly addres.sing labor meetings. He was a 
pioiK'er in .sc'tthaiuait work. 

Th(' final collapse pn^ccding Toynbee's untimely death was 
brought on by oiu* of his numerous .sp(HM:‘hes, this particular one 
b(*ing dir(M*t(Ml against th(‘ doctrines of H(Miry George. 

'rovnb(H' shows the n^lativity of the doctrim^ of the Classical 
School, making a .surv(*y of industrial history and bringing out 
the (»fY(*cls of the local .setting u|X)n the thought of Smith, Mal- 
thus, and Ricardo. He then urgc^s that democracy has made 
man deal with th(» qin^stion of a better distribution of wealth; 
economists must answer the question, whether the mass of 
work('r.s can raise' th('m.s('lv(\s under pn\s(^nt conditions of com- 
pc'tition and private propert.y. Ricardo and Henr>' Gc'orge 
an.swer, no. II<' cites statistics showing that real wagiv^ have 
ri.sen, to ‘Misprovi' Ricardo's pro|X)sition that no improvement 
is po.ssible." In stating that inten'st tends to fall, Ricardo, he 
says, had overlookenl th(‘ possibilities of expansion in the field of 
inv(\s(m(Mit; and he denies the Ricardian law.s as to the tenden¬ 
cies of rent, wag(*s, and profits. 

Toynb(M> shows liis optimism in believing improvement com- 
patibl(5 with the pre.sent social order, urging that since 1846 
free trade', factory legislation, trade unions, and cooperative 
societies had caused higher wages. He hopes much from moral 

' Ilia position is most clearly and concisely stated in his preface to the English 
edition of Ely’s Itilnuluciion to PolitiaU Economy, London. ISOl. 

* His published writings are embraced in a volume of Lectures containing 
assays on "Uicardo and the Old Political Economy,” ‘‘The Industral Hevolu- 
tion,” and popular mldre8.ses on “Wages and Natural Law,” “Industry and 
Democracy.” “Are Hadicals Socialists?” eto. 
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progress and self-help, and also advocate's an ('xte'iision of govern¬ 
ment ownership and public housing. H(' is not, howev'c'r, a So¬ 
cialist, for he accepts private property and repudiates all con¬ 
fiscation and violence. 

Some noteworthy characteristics of his thought appear in his 
emphasis of the distinction between tht'ory and practical scic'iice 
or art; of that between what is and what ought to be; of the 
force of custom; and of the relativity of human nature— “it 
slowly changes, and is modified by higher ich'als.'^ 

His stand on the point of method may be summed up by 
stating that while criticizing the ov('ruse of dcMluction, he saw 
no real opposition between it and the historical nu'thod. 

Thorold Rogers. — Finally, Professor James K. Thorold 
Rogers (1823-1890) must be mentioiUHl to conipl('t(' tlu' account 
of the earlier historical reaction in Juigland. RogfTs was in 
spirit somewhat more' akin to Join's and Bagehot than to Leslie 
and Ingram, with th(?ir greater emphiusis on ethics. Thus he 
more nearly followed the Classical doctrines, while making a 
departure in the direction of careful historical and statisti(‘al 
investigation. 

His best-known work, the celebratc'd, though not uncriticizcHl, 
History of Agriculture and Prices in England (1866-1882), is a 
monument of patient research. Others an'. Manual of Political 
Economy (1868); Six Centuries of Work and Wages (1884); The 
First Nine Years of the Bank of England (1887); and The Eco¬ 
nomic Interpretation of History (1888). 

Rogers took up economics under C^obden's influence, and was 
also affected by Bastiat; therefore h(‘ might bo classcxl with the 
Manchester School in so far as that schooLs peculiar tenets are 
concerned. Ho was opposc'd to what ho believed to b(^ the 
Ricardian doctrine of rent, however, laying emphasis upon the 
situation element and upon the fact that a movement from more 
to less fertile lands is not shown by history. Indeed, Rogers was 
very scornful toward Ricardo and his followers. Th(^ following 
quotations show his spirit: “By this historical study, I began to 
discover that much which popular economists believe to be 
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natural is highly artificial; that what th(‘y call laws an* too oft(*n 
hasty, inconsidcTatc, and ina(*cnrat(? in<luctions; and that much 
which th(*y eonsid(‘r to lx* d(*moustrably irr(*futal)lo is demon¬ 
strably false*. . . . '^I'wo things have disf;redit(xl political (*con- 
omy the* oik* its traditional disregard for facts; the otiier, its 
strangling itself with definitioiLs/^ ^ 

Summary. — It would be a serious error to fail to remark 
suffici(*ntly upon the* difT(‘r(‘nc(*s among the writ(*rs mentioiuxi in 
this chapt(*r. From the* point of vi(*w of nK*thfKl and of relation 
to the* ('lassical political (‘Cf>nomy, how(*v<‘r, tht‘n* is considerable 
unity among fh(*m. 'rhus, without exc(‘ption, th(*y show some 
appr(‘ciation of the* historical nK*th(xl, though lhigc‘hot would so 
limit the* d(*finition of political <‘conomy as to make mon* nxmi 
for abstraction and deduction than the* otlK*rs. The* intlu(*nc(* of 
Sir II(*nry Maim* Ixus l)e*en notices!, lx*ing markcnl and dire*!’! in 
the case* of Ix*slie* and e)f Hag(*hot. 

In accorel with this historie*al attituele* is a cemimon re*volt 
ixgainst abstraction. All wenilel limit it in senne* way e>r e>ther. 
All call for more* ve*rifi(*atie)n, me)re* e‘e)ncre*te*ne*ss. All criticize 
the* e'e’einomists, though Ix*slie and Ke>ge'rs ge) far in de*f(*nding 
Smith, anel Ihige*hot is incliiKHl to follow Ricardo in some 
inatte*rs. 

In e*ach case*, some* one' or more partie»ular de)ctrin(*s of the 
Ricardians is attacke'd in a memeigraph e)r e*s.siiy. Not one* ac- 
ce'pts the* wage*s-fimel the*ory; all but Bage'heit assiiil it. The .siime 
ge*ne*ral eipposition can be* observ(*d r(*garding the Ricardian 
the*ory e>f the* re*lation be*tweH*n w;ige*s and profits. Jeme's, he)w- 
eve*r, large*ly ce)ne‘e*ntrate's his criticism on the remt theH)ry; 
Rage*he)t, e)n ceist e)f preieluctiein; Ix'slie, e)n the abstract jissumj)- 
tions, like* that of a univ(*rsal ile'sire for we'alth, and on the wages 
theH)ry; Teiynben*, on the movement of wages and profits; Ingram, 
on methexl. 

The group is cliaracterizt'd by a rather clear tendency to 
optimism. All its meml>ers are either critical or hostile to Mal¬ 
thusianism. Jones and Toynbee reject what they understand 

* Econ. IfUvrp. of Hut., Preface. 



53t) HISTORY OF ECONOMIC THOUGHT 

as the law of diminishing returns. Holding that social institu¬ 
tions are potent in the field of distribution, as they were inclined 
to do, there was ground for hopefulness. Three of the later 
writers, at least, believed in the relativity and progress even 
of human nature” and morals themselves. 

These same three men — Leslie, Toynl)ee, Ingram — de¬ 
sired a close relation between political economy and other 
social sciences. 

As a group, they deserve an honorable place in the history 
of economic thought. Though they h'ft no imi)ortant gcMU'ral 
treatise,^ and their main significance is lu^gative, they suppli(Hl 
a much-needed corrective to English political economy. Tlu'y 
stood for breadth or concreteness, or both. True, with the 
exception of Bagehot, they entertained vain hopes for the 
establishment of a new political economy; but what they really 
achieved was progress toward a better and more humanitarian 
economics. 

^ Rogers’ Manual is little more than a primer. 
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THE GERMAN HISTORICAL SCHOOLS' 

During tho middle years of the nineteenth century there 
aros<‘ in (i(‘rinany an almost violent reaction agaiiust the dom¬ 
inant e(!ononn(\s of Smith and Ricardo. This reaction found 
its chi(‘f e\pr(\ssion in criticL^^rn of the philosophy and the 
methods of tlui (?arlior economists. It came about somewhat in 
this way. 

Circumstances Giving Rise to Historicism. — Important de¬ 
velopments liad rec(‘ntly taken place in the world of thought 
outsid(‘ of (‘conomics. Among the more n'mote of these was 
the philosopliy of Ih'gel.^ Hegelianism as a social theory re¬ 
gards the cours(» of culture as an unfolding of the human spirit, 
as a sort of inh(*r('nt .s(*lf-d(»velopment moving in an innately 
d(‘termin('d cycle. It contains a remarkable idea of evolution, — 
though not of <‘volution in the Darwinian sense, — and its in¬ 
fluence is apparent, as will \x) seen, in the thought of at least 
one of tli(' Historical School. 

T\w economist and political scientist, Lorenz von Stein 
(ISlf) 1890), was influential in applying Hegelian ideas to 
('conomics. A pn)f(’.ssor at Vienna from 1855 to 1888, Stein 
was a stimulating teacher and writer who combined a knowledge 
of French Socialism, and a realization of the interrelation of 
philosophy, economics, and law, with a considerable touch of 


* In what follows, the historiral method, ns such, is emphasized. Several of 
the llistorienl School were keen theorists and wrote vnlunhle w’orks dealing with 
economic theory; but their signihcanco for this chapter lies in their revolt in 
method. 

* Hegel’s Logic was published, 1S12-1816; Philosophy of Right, 1S20. See 
Encyclopaedia Brilannica, “Ethics”: “the essence of the universe is a process of 
thought from tho abstract to tho concrete; . . . the history of mankind is a 
history of the necessary development of tho free spirit through tho different 
forms of political organization.” 
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the historical idea. He may be regarded as transitional from 
German Classicism to a more advanct'd historical and social 
point of view.^ He was a pioneer in the development of the 
concept of society as distinct from the state. 

Of more immediate importance were developments in juris¬ 
prudence and philology. In the former science, the work of 
Eichorn and Savigny was of notable effect. These men taught 
that juristic systems are of relative validity only; that ihvy are 
the product of the social conditions in which they arise; and 
that what is just and ])roper at om' stage may bo the* r(n'('rse 
at another. And at the same time, in th(' domain of tlu' lan¬ 
guages, the laws of comparative philology were being formu¬ 
lated, so that in the evolution of words and th(» na^thods of 
tracing that evolution there were suggestions for a comparative 
method of studying economics. 

Bases for the new movement were also laid in the social and 
political developments of contemporary Germany. I1i(‘ Zoll- 
verein had been established in 1833, and German nationalism 
was on the rise. New and complicat('d industrial problems had 
come, especially the labor problem, and tlu»s(' clamor(‘d for a 
solution which the Classical School did not afford. M(‘anwhile, 
the Socialists were criticizing the existing social order and insist¬ 
ing upon the relativity of the institutions of property and in¬ 
heritance. A confusion of conflicting id(*as prevailed, whih) the 
old leaders, as Hildebrand said, wen* silent.^ 

Muller and List had already expressed nationalistic idejis, 
and had made a limited use of historical comparison; l>ut ihoy 
were partisans, and their historical knowledge; was imp(;rf('ct. 
Already the characteristic tendemey of sev(;ral German econ¬ 
omists to emphasize nationality, moral forces, and the place; of 
governmental activity, has been observed. What the members 
of the Historical School did was to take all these tendencies, 
and, acting under the stimuli just mentioned, to formulate them 

^ stein wrote Sodaliamus u. Kommuniamua firs hrutiocn Frankrdcha (1843), 
Lehrbuch der National Oekonomie (1858), and other works. 

* Die Nationaldkonomie der Gegenwart und Zukunft, 
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in a l)roa(l, sric^ntific way, while concHMitratiiig attention upon 
the prol)l(*in of in(‘tlio(l. 

General Nature and Main Branches of the Historical School. 

— The think(‘rs of th(‘ new school saw that economic life is not 
isolated from political and social life, but has close connections 
witli all civilization; that it Ls not the same with all men, but 
varies in different societies and nations under different cir- 
cumstane(\s and at diffc*rent times. Th(*v r(‘Volt('d against the 
one-sid(‘d and rationalistic doctrines of their predec(‘s.sors, and 
proc(H*d(;d to formulate an “historical met hod “ for political 
economy. 

It is (\ssential to an understanding of the historical movement 
in German)', to di.stingui.sh b<*tw(‘en the older group which 
originat(‘d that movcaiuait, and the young(*r group which carried 
th(‘ tiMideney furtluT, vvvn going to extnaiK'S. 

The old(‘r group was largely, though not entirely, negative 
in its thought, in .so fnr as method was concerned. Its members 
were attacking and tearing down the faulty abstract-deductive 
methods which th(\v found predominant, and, while' they formu¬ 
lated a m(‘thod of their own, and their .spirit of frcH' inve.stiga- 
tion had most valuable po.sitive results, .still the ni'gative aspect 
of their work was v(*ry large. They did not deny the existence 
of laws in (‘conomics, but they attacked absohitisni and abstract 
d(*duction from ideal postulates. 

Tlu^ younger group .sought to develop and apply the historical 
iiK'thod further, and in so doing tlu'y took a positive stand that 
tlie older group would not havi' .saiu'tioned. They, too, carried 
on a iK'gative work; but this had In'cn largely done for them, 
and in th(*ir .si'veral ways they took it as their task to get more 
positive results from a pretty exclusive application of their 
method. They diffi'ied from the older group in that they went 
so far as to deny the existence of non-empirical laws in eco¬ 
nomics. As will appear, they finally underwent a modification 
of spirit in the direction of greater breadtH. 

Wh<m, therefore, the “Historical School*' is referred to in a 
general way, we should mean a very broad movement embracing 
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all those economists who emphasize the relativity of laws and 
institutions, the inductive method of reasoning from concrete 
historical data, and the interrelations among human motives 
and among the social sciences. 

The Older or More Negative Historical Group. — First 
among the German historical economists came Wilhelm Roscher 
(1817-1896), professor at Gottingen and Leipzig. RoscIkt 
thoroughly understood the Classical School, and in his positive 
theoretical wTiting was at one with it. Perhaps as a result, ho 
was the author of one of the few well-balanced German tn^atisc^s 
on economics. In his now famous Grufulnss zu Vorlesnngen 
uber die Staatswissenschaft nach gcachichtlicher Methodc (Out¬ 
line of Lectures on Political Science according to tlu^ Historical 
Method), published in 1843, however, he laid down the follow¬ 
ing program: ^ — 

(1) Political economy is a science which can be explaiiunl 
only in the closest relation to other social sci(‘nc('s, esp<M*ially 
the history of jurisprudence, politics, and civilization. 

(2) A people is more than the mass of existing individuals, 
and an investigation of its economy cannot, th(*refor(', be basc'd 
upon a mere observation of present-day economic rehitions. 

(3) In order to derive laws from the mass of j)h(aiom(*na, 
as many peoples as possible should ha companjd. Anci(‘nt 
peoples, having run their full course, are peculiarly in.structiv(^; 
and similarities between the old and the new are esi)ecially 
fruitful. 

(4) The historical method will be slow to praise or blame 
economic institutions, for there have been few that have been 
entirely good or entirely bad for all peoples. 

Accordingly, Roscher denied absolute truth as to general 
economic laws: ‘‘general principles’’ are necessarily incomplete 
abstractions. He would have recognized only national eco¬ 
nomics, holding that each people and each age has its own 

^ Vorrede (preface). A full translation may bo found in the Quarterly Journal 
of Economics, October, 1894. On Roscher see also the excellent article by Oncken 
in Palgrave’s Dictionary of Political Economy. 
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peculiar economy. The economist should thus confine himself 
to tlui stat('ment of rules of gov'ernment which are applicable 
to his particular (*conomy, and are based on a study of various 
stag(\s of industrial evolution. 

Rosch(*r shows cl(jar evidence of the influence of Hegelianism.^ 
The history of a nation is the unfolding of the human spirit: 
it is a ey(*!(?, re|M'ating itself in difTerent ages. The i)rovince of 
economics is to det<*rmin(! th<i laws of this process from the 
economic j)oint of viinv. This idea is probably to l>e regarded 
as having a taint of (‘rror, for is no proof of tlie existence 
of any sucli cultural laws as it iissurnes. It is surely over- 
idealistic to H'gard (‘iivironim^ntal conditions as mere disturl> 
ing elements in a self-developnuMit cycle, as Roscher sometimes 
seems incliiu'd to do. 

The next apostle of th(^ historical method wiis Bruno Hilde¬ 
brand (1812 1878), whos(» book, Die \(tliouaIokonomie der 
(tegenirmi und Zukunfi National lOconomy of the Present 
and Futur('), app<*anMl in 1818.- Hildebrand writes brilliantly 
and ch'arly, but his profundity seems much less than Ingram, 
for instanci*, ascrib(‘s to him. His <‘riticism of Socialism is ad¬ 
mirable, but lu* shows a lack of thorough understanding of the 
fouiuha’s of till* dassical School. 

Hildebrand ojK'ns with tin* explanation that his work is an 
attempt to break the way for an historical direction and method 
in economics, a n^form similar to that already made in jihilology. 

Smith, IIild(*brand says, erred, like the Mercantilists and 
Physiocrats befon* him, in attempting to build a theory which 
would apply to all tinu\s and places. Though Rau had denuHl 
this, on th(» ground that national lines an* recognized by Smith, 
he did not nu'et the objection: ‘*The cosmo|K)litan character 
of the Smithian school is not to be sought in a denial of the 

' Veblen, “Gustav Schmollcr’s Economics,** Quart. Jr. Econ., 11)01. 

* Vol. I appeureU only. Hildehrami promiscsi others. While ho lived many 
years and wrote other works, he never fulhlliHi this promise. I will not Kt> »o far 
as to say this shows inability on his part, as some have done, but simply ol)sc'rvo 
that we do not have his (*omplcte thought and our judgment must contain some 
reserve. 
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existence of state's, but rather in the fact that it applie's its doc¬ 
trines to all states and peoples equally, eonside'ring tlu' state? 
only according to its external boundarie's — as a ine'rc' frag¬ 
ment of the whole mass of humanity — anel ascrilx's the' same 
validity to its laws e}verywhere/' ^ 

The Classicists forget that man, as a sex'ial being, is always 
a child of civilization and a product of history, his wants, his 
character, his relations to goexls and men be'ing e've'r changing. 
Moreover, they are atomistic, making the inelividual the* end 
of society, and holding that society itself is base'd upon an <‘X- 
change contract, private advantage' be'ing re'garde*d as the' 
source and bond e)f the community. Tlu'ii, too, the'v slight the' 
moral problem of the human rae'e', a course which le'ads to mate*- 
rialism. Even if immate'rial things are* re'e?e)gniz(‘d, thi'y are* 
not given the slightest effex't upon e*conomic dex'trine'. On the 
other hand, it is a merit of the Sex'ialists that the'y have* ('in- 
phasize?d ethical factors. 

Hildebrand believed that the present me)ne'y e*conomy is only 
transitional to a more complete stage of de'velopmc'nt which 
he called credit economy. 

Karl Knies (1821-1898) was the most thorough anel logical 
expositor of the historical nu'thexl. His work, Div Polilisrhe 
Okonomie vom Sfamlpimkt der geffchkhtlichen Metliode (Politie*al 
Economy from the Standpoint of the? Historical Me'thod), 
appear(?d in 1853, with a se?cond edition containing some* adeli- 
tions in 1881-1883. It was de'dicated to lle)scher. The* title* e)f 
the second edition, it is important to obse'rv^*, wjis change'el to 
read, “Political Economy from the Historical Standpe)int.^^ 

Like his fellows, Knies attacks absolutism in the*ory. No 
economic laws can be d(?clared absolutely final, for the'y e*e)n- 
cern points in a “constantly unfolding evolution,^' and can elo 
no more than reflect a progressive manife*station of the truth. 
“The truth of all th(?ories which have their foundation in em¬ 
pirical life rests upon concr(?tc hypothese's. Re'lativity in the 
validity of their conclusions or judgments is a necessary result 

^ P. 28, note. 
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of tlu* cirruinstaiin* that those hyix)thes(*s do not n^main iden¬ 
tical nor occur constantly in all times, places, and circum¬ 
stance's/^ * No vonipleie parallelistn belireen the pfist and the 
prc.sent exists. Kni('s dwc'lls upon the fact that the concept of 
private' prop(*rty has Ix'e'ii a (‘haiiKinK one, and that .s('lf-int(*re*st 
oft(*n conflicts with th<' social welfare. And he calls attention 
to the fact that various id(‘as as to what kinds of labor are pro¬ 
ductive' have* prewaile'el. Valuatieins theanse'lves re'.st upon such 
shifting hypothe'se*s. lie* shows in some* de‘tail the circumstanc(\s 
whie'h have* f^ive'ii rise* te) the variems kinds e>f ecemeanic thought, 
d(*V(*le)ping the* iele'a of re*lativity l)e*fw(*e*n e*e*onomy and e*eo- 
nomie's. lie* l)e*lie‘ve‘s in a ce*rtain re*latie)nship be*twe*(*n the* indu.s- 
trial stage* anel the* ele*ve*le)pme*nt e)f the' scie‘ne*('. 

'rhe* ne*xt eiue'stion is, what me*thod shall he fe)lle>we'd in e‘ach 
e*a.se'? Hy me*the)el, Knie's me*ans the manne*r in which funda- 
me'iital facts are* asce*rtaine*d, de*me)nstratie>n is maele* valiel, and 
e*e)ne*lusions are* e*sfal)lishe‘el. 1'he* me'thod applicable in any 
se*ie*ntifie* dise*i|)line* stands in the* cle)s(*st re'lation te) the character 
of the* scie'iice*; the‘re*fe)re, progre*ss in the* science afTe'cts the 
methe)el, and rice versa. 

Knie*s e*ritie*ize*s Ke)sclu'r for the unusual and unscie*ntific way 
in whie’h he* use*s the* te'rm, “historie*al me*the)d,^' stating that 
He)se’he*r ele*vote*s his atte*ntie>n to the e*xpe)sitie)n of historical 
mate*rial, me*the)d me*aning te) him me*re*ly a gene'ral point of 
vie'w. A b(*autiful anel fruitful (le'ld is e)p(*ne*d ale)ngside of pe)lit- 
ie*al e‘e*e)ne)my, but e*e*one)mic de)ctrine*s re*main une'e)rrecte<l.^ 
The* chie*f p,re)l)le*m re'mains, which is to e'stablish the causal 
ce)nne*ctie)n be*twe*e*n e*ver-changing pheimmena. Wlu'ii the 
que*stion e*e)ne'e*rns phen()me*na, and the* laws of phenomena, in 
whie’h like'ne*ss and difT(*re*nce* apjK'ar, Kni(*s says that tec cannot 
expect to establish identities but only analogies: ‘‘Only laws of 
analogy can be* won, not laws of absolutely equal causation.’^ * 
We are conce'rned with clarifying the re'gularly occurring anal¬ 
ogies in economic phenomena. In this conne'ction, Iloscher is 
again criticiz(*d for believing that a comparison of historical 

» Ist Oft. p. 280. * P. 32. * P, 346. 
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conditions which are merely similar, not identical, will load to 
the establishment of laws of cause and effect. 

Knies shows a usual tendency of the German Historical 
School by differentiating natural and social phenomena, and 
by laying strong emphasis upon the modern importance' of 
social institutions in connection with the distribution problem. 

The foregoing economists had no idea of a revolution in 
economics, and were by no means ave'rso to theory and deduc¬ 
tion, as the character of their work shows. As much has already 
been indicated concerning Roscher; and Knies wrote acute 
theoretical works on money and crc'dit, telegraphs, railway 
transportation, and statistics. In these books there is no one¬ 
sided application of historical-descriptive methods. Rather 
one wonders if, after all, there is much difference between the 
methods of the older members of the Historical School and 
those of the men they criticize; and no little misunderstanding 
has arisen on this very point. 

Knies, it will be remembered, changed the title of his work 
to read ‘‘from the historical standpoint’^ instead of “from the 
standpoint of the historical method.This ho did to disarm 
just such criticism as still follow^s the school, and to show that 
he advocated no exclusive, one-sided method. In the now edi¬ 
tion he WTote: “Taken in the true methodological sense, there¬ 
fore, the designation, ‘historical method of Political Economy,' 
would be unreservedly permissible only if historical investiga¬ 
tion were to be recognized as the sole task of the science. Though 
we may strongly desire to refer to history and stand upon it 
in a well-considered way, yet we must never on that account 
allow to pass unrecognized the difference between economic 
history and political economy, nor that between the special 
tasks of the historian and the economist." ^ 

As a matter of fact, the older group of the German Historical 
School stood first for a criticism and attack upon the narrow, 
error-breeding abstractions of the Classical School; and sec¬ 
ondly, and positively, for a theory of evolution and for a spirit 

^ Introduction, p. vii. 
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of free and full investigation.* Reseller believed that by the 
study of history we can find a “firm island of scientific truth 
which may be accc^jited in the same manner as the adherents 
of diflenait syst(*ms of medicine all admit the teaching of math¬ 
ematical physics.'' He Ixdieved that there are general principles 
or laws, only they are to be apfilied to particular cases with the 
aid of statistics of local conditions.^ Knies denied, not that any 
laws (jxist, but that th('re are laws like those of the external 
universe, e.g., jihysics and astronomy. 

This group will ho r(‘niembered as standing for a new spirit, 
and a fn^sh point of view. It cannot be maintained that their 
effect was m(T(‘ly negative, for in America and England and 
Italy and France the stimulus of th(*ir thought was a virtual 
emancijiation, and j)roduc(‘d profound results. Moreover, the 
significance' of tlanr part in leading up to the more positive 
historical thought which followed, is to l)e^r(‘membered. 

Closely affiliated with the older Historical School were the 
German economists, Schaffle, Kautz, and Schliz. 

The Younger or More Positive Group. — In the course of 
a few years, anothc'r group of thinkers appeared, however, and 
determiiK'd to !ipi)ly th(' historical method, as they conceived 
it, in a thoroughgoing way to concrete studies. They even 
refused to n'cognize a difference between the purposes and 
methods of economic theory and economic history. Chief of 
these was Gustav Schinoller, at the end of the nineteenth cen¬ 
tury one of Germany's leading economists. In 1895 Schmoller 
wrote: “The older historical jKditical economy has rej:)eatedly 
desired to turn too quickly to account the lessons of universal 

' The spirit of the f;roup apiTcars in the following quotation. Speaking of un- 
rcalisin Knies said: “The difference is that the idealists demand conditions which 
we, according to the known and knowable fundamentals of the real and personal 
conditions in economic life, must designate as impossible; and that, in conflict 
with the content of life, they wish to make their absolutely complete conditions 
stationary, while we . . . proceed from and upon the ground of positive results 
and with means the reality of whoso existence is confirmed by experience: w’e can 
point to goals which we view like the forms of the present which are already at¬ 
tained as points in a constantly unfolding evolution.” (PoL Oek., 2d ed., pp. 42 f.'k 

2 It is worth while recalling that L. ("ossa was a discdple of Roscher, and (fossa’s 
sympathetic stand toward Classical doctrines is well known. 



546 


HISTORY OF ECONOMIC THOUGHT 


history; we are now aware that laborious inquiries into the 
details of economic history can alone supply the right basis 
for the study of history in its economic and socio-political 
aspect, and for the satisfactory empirical establishment of 
national economic theory/^ ^ In these words, the difference 
between the two groups is suggested, and also, perhaps, a cer¬ 
tain degree of impatience with the older group for not following 
the inductive method to such lengths as the members of the 
younger group in their various ways desired. 

. To get the setting for Schmoller^s work it is necessary to 
turn aside for a moment to note a new development in German 
economic thought. 

Beginning about 1863, Germany was powerfully shaken by 
a social agitation which brought out the younger group and 
gave the whole historical movement a new prominence. In 
1872 the now famoijs Verein fur Sodalpolitik was founded.^ 
This society was based upon the recognition of a social problem, 
and stood for participation in political activity for social reform. 
It gave rise to much controversy, and brought new life and 
purpose to the historical economists.^ At this time, however, 
they became confused with those advocates of social reform — 
sometimes called socialists of the chair.” The mov('m(‘nt was 
thus a broad one, embracing most of those in revolt against 
the Classical School. In it were those who advocated the induc¬ 
tive method, those who emphasized ethical factors, and the ad¬ 
herents of realism. Among these different phases of the move¬ 
ment, however closely associated they may be, the idea of the 
historical method, as such, must be kept distinct. 

Schmollcr, now deceased, was born in 1838, became professor 
at the University of Berlin, and was active in the Verein, He 
saw in economic history and statistics the means for establishing 
a methodologically complete empiricism. By this means alone 
could the foundation for a concrete theory of political economy 

1 Handw&rterhuch der Staatawissenschaften, article on “ Volkswirtschaft,” § 9. 

* Cf. Schmoller, Ueher einige Grundfragen dea Rechta und der VolkawirtachajL 
1876. See also below, pp. 668-669. 

Ubid, 
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be derived. The deductive method was not entirely excluded 
by Sehinoller, — thouj^h at first he j^ave it a very small place, — 
but was r(‘j(‘eted only in so far as it is connected with abstrndion. 
As his thought matun'd, Schmoller came to hold that the proper 
method is a combination of indiudion from historical and statis¬ 
tical observation with deduction from tlu? known properties of 
human natun^. Natural environment, ethnology, and psychol¬ 
ogy were all appc'ah^d to; and in his last and most important 
work, (Jrundriss der Allfjcmeinen Volkswirtschnftslehre (1901- 
1904), thes(‘ factors j)lay an even larger part than purely his¬ 
torical obseiTation. All thcs(‘ things are the factors which deter- 
miiu* the industrial situation at any given time. Psychology, 
for instance', must be introduced in ordf'r to explain motives; 
wliih' th(' facts of climate and geological structure place limita¬ 
tions. 

(.'ertainly Schmoller’s later writings show slight evidence of 
Hegelianism, his idea of evolution being more nearly like 
Darwin's. 

M(*anwhil(' Biicher in his EntMehung der Volkswirtschaft (1893) 
Inis taken a point of view similar to Bagehot's in England,^ 
holding that while th(' historical method leads to a theory of 
the laws of ('conomic evolution, the diHluctive methods of the 
Classical School are valid for developing the laws of a modern 
economy. Like Bagehot he would stress the modernness of 
economics, saying it is a thing of the present complex inoney- 
and-division-of-labor cKJonomy. Here abstraction and deduction 
may bo nccessar}^ 

SchafHe (1831-1904), although he perhaps belongs in the 
older group, may also be mentiomHl as an important recent 
economist who had affinities with the school. A notorious 
characteristic of his is an overextension of the analogy between 
the body politic and a physical organism.^ He stands for a large 
amount of government intervention, and is rather s 3 Tnpathetic 

' Sec above, p. 528. 

* Jiau und Lvbvn dcs sotialen KOrpers, 1875-1S78, 4 vols. Seo Boon, Jr,^ XIV, 
138, fur convenient biographical and bibliographical note. 
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toward Socialism.^ Nor among the later adherents of the school 
should Brentano and Held be forgotten; while Conrad, jVIia- 
skowski, Nasse, Schanz, and Schonberg are among those who 
combine the historical method with a considerable use of 
deduction. 

Schmoller in Germany, however, and Ashley in England, are 
the clearest representatives of the younger group, and Emile de 
Laveleye ^ may be considered as a French representative; the 
others are mentioned not as forming a compact or closely re¬ 
lated group, but as displaying similar tendencies in method. 

Historicism in the Early Twentieth Century. — As a])- 
plying to the first decade of the twentieth century, the notable 
tendencies of the Historical School may be summed up as 
follows: ^ 

(1) But small space is given to the general principles or 
theory (the Grundlegung), the importance of the historical study 
which usually follows being emphasized. 

(2) Relatively slight attention is given to the theory of value, 
especially to its subjective aspects. 

(3) Individualism and the principle of self-interest are greatly 
limited by the introduction of gencTal anthropologi(*al and 
historico-philosophical considerations. Under the last head 
would be included their ideas concerning the relativity of 
theories and institutions, the importance of ethics, social in¬ 
stitutions, etc. 

The general tendency, then, was to return from the extreme 
reaction of the later historical movement, and to adopt a better- 
balanced method, — in a word, toward a recognition of the 
fact that each method has its place. This change is seen in 
Schmoller^s later thought and is expressed in Bucher\s position. 

It seems fair to say that the movement initiated by the 


^ Die Quintessejiz des Sozialismus, 1875. Schaffle grew more critical of Social¬ 
ism and is not to be thought of as having been a Socialist himself. 

* See Ingram, Hist, of Pol. Econ., ed. of 1923, p. 214. 

3 See Ashley’s article on “Historical School” in Palgrave’s Dictionary of 
Political Economy. Professor Ashley has been one of the most extreme members 
of the Historical School 
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German Historical Schools had cU^arly ceased to exist as a dis¬ 
tinct factor by the time of the World War. Something of its 
spirit, however, lived on in the new nationalism and Institu¬ 
tionalism which sprang up in that troubled time. 

Summary and Critical Estimate. — From the standpoint of 
pure theory, the largely negative' charactc'r of the earlier group 
of the German historical economists, and the weakness of the 
method advocated by the later group, are evidencexl by the 
fact that after two dc'cades or more, the founders of the school 
had directly accomplished little beyond the preliminaries of the 
introduction of systemtitic reforms; and, indeed, aside from 
their valuable studies in industrial history, the work of the 
later and — for a time, at least- more radical group was 
poh'inical and sp('culative. Directly, it IkI to results which 
wen' larg(*ly n(‘gativ('. (Indirectly, howev(‘r, as has already been 
emphasized, the thought of the school was one of the great 
lil)erating and stimulating forces of the niindmith century, 
bringing positive results in the economic theory of all the ad¬ 
vanced nations.) 

The n\‘isons for this result are not far to seek: strictly inter- 
pretcnl, the method itsedf has inherent weakness; it Is, in fact, 
itself oiu'-sided. The adoption of the exclusive use of the his¬ 
torical iiK'thod lis urged by the more radical group would de¬ 
vitalize th(' science by di'priving generalizations of their validity. 
As Ilasbach and othei's have' |)ointed out,' a purely inductive 
method — oik? according to which deductions are made only 
from premises derivcxl from observ'ation — will not suffice for 
a science' of exchange among men. Suppose that we make a 
long s(?ries of observations concerning a phenomenon, and as a 
result formulate a nde; suppose further, that we verify this 
rule; is there not still the question, what is the cause? The his¬ 
torical law must ever be an empirical one based on an ever 
incomplete experience.^ 

' See artic le by Lexis in Die Eniwickclung d. dcidachcn Volkswirlschaftalehre 
I, i, 38 (LeipziK, 1908). 

*Men(i;cr in Untcrauchungen ilber die Melhodc der Sozialwiaaenachaftent 1883, 
made a most acute criticism along this line. 
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It is the recognition of this fact that accounts for the general 
tendency to deny the validity of economic laws which charac¬ 
terizes the school. Even Ingram criticizes it on this score, show¬ 
ing that there may be laws in change and development, and 
‘Hhat there exist between the several social elements such re¬ 
lations as make the change of one element involve or determine 
the change of another.’^ ^ 

In more positive criticism, the Historical School — at least 
that of Schmoller and Ashley — has sometimes overlooked the 
existence of the power to judge of causes from a knowh'dge of 
the motives of men and the action of environment. There are 
certain psychical qualities, certain physical laws, and p('rhaps 
certain tendencies in social organization, which may be taken 
as fundamental. These are like the axioms of gciometry. I^y 
referring to them, economics may become more than a branch 
of historical learning, for thus one may determine the causes or 
sources of the observed regularities, and so allow economics to 
partake of a scientific character. 

In fine, both inductive and deductive methods are needed.^ 
The words of an eminent adherent of the latter method state 
the truth with admirable moderation: this method “recognizes 
the utility — for technical reasoas — of tracing causal connec¬ 
tions, not only from special to general, but also, for the sake of 
experiment, from general to special. It thereby often discovers 
links in the chain of causes which were, of course, present in 
the complex, empirical facts, but which were there so deeply 
inwrapt that they would hardly, if ever, have been discovered 
by a purely inductive method.^’ ^ 

The service of the Historical School has been to counteract 
an undoubtedly over-abstract tendency. The concrete realities 
of time and place have been stressed. In applying the principle 
of least sacrifice, some economists had forgotten that what one 

^ History of Political Economy^ p. 205. This the older historical group, though 
differing as to the nature of the relations, would not deny. 

* See above, pp. 21 f. 

*Bohm-Bawerk, “Method in Political Economy," Ann, Amer, Acad., I, 263. 
(Italics are the writer's.) 
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people or time considers a gain, another may look upon with 
indifT('rence or regard as a loss. So it is also with the ‘‘at any 
given stage of the industrial arts” qualification of the “law” 
of diminishing returns. 

The school has broadened the conception of human motives 
by emphasizing the interaction of non-economic and economic 
motives. The interrelation existing among the several social 
sciences, has accordingly been kept in mind. It has clearly 
shown the fallacy of extreme individualism and hisser faire. 

Finally, the followers of the Historical vSchool are to be 
thankc'd for valuable studies in cK^onomic history, — studies 
from which data have been obtained for verifying and correcting 
the tluK)rv of the Classicists. 

In coniK'ction with the two preceding paragraphs, it may be 
added that the Historical School has been a force tending to 
broaden the ,scope of Economics. 




3. THE LOGIC 


The following chapters deal with sorm^ devc'lopments in the 
history of ecoiioinic thought which concern the logic of par¬ 
ticular points mad(^ in th(‘ (H^onomic theory of Smith and his 
followers, - with th(‘ correctiu'ss of the reasoning of the Clas¬ 
sical lOconomists. '^Fhe writers to be discussal are notable not 
so much for their emphasis on a different underlying system 
of philosophy and (?thics or for the adoption of new m(*thods, 
as for thi'ir dinn't criticism of the economic doctrines of the 
Classical Sch(H)l. 

It is difficult to classify these thinkers, and to select the most 
reprc'sentative and important. Th(‘ir criticisms vary in depth 
and essentiality and point of view. Now it is the rent doctrine, 
again the classification of pnxluctive agents: now the theory of 
wag<\s, and again that of \’alue. From one point of view, they 
miglit be grouiKxl accordingly as they criticize from an ethical 
or non-ethical standpoint. Or the subjective element might be 
made the basis for cla.ssification. But a simpler course has lx?en 
tak(»n in merely discussing a few of the more notable and typical 
critics and theories. 

Not a f(‘w of the im|X)rtant criticisms of the class now to be 
discussc'd have Ixxni mentioiuxl jis incidental to the thought of 
those' whose' opposition procmled from a philasophical or 
me'the)de)le)gical stanelpoint. Lauderdale and Rae, for illustration, 
e;riticize'd Adam Smith’s discussion of division of labor and its 
advantages: and Sismondi, Muller, and others, pointed out the 
evils which fle>wed from such division. Then Sismondi began a 
notable serie's of criticisms concerning income and consumption. 
Friedrich List attacked the labor theory of value, — as did 
Bastiat and Carey, — and proposed to amend the Classical 
doctrine of capital by including immaterial wealth, a proposition 
in which Say and others had preceded him. The concept of 

553 
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wealth was a continual battleground, and might be made the 
subject of a volume. Senior was a notable critic of the Ricardian 
theory of value, and ceasured the economists for lack of preci¬ 
sion in defining their field and terms. Jones, von Thiinen, 
Carey, and Rodbertus, in their several ways, subjected the 
Ricardian theory of rent to adverse criticism; the various mem¬ 
bers of what might be called the concrete-historical group in 
England denied the validity of the Ricardian doctrine con¬ 
cerning the relation between wages and profits; and the German 
Historical School, along with others, introduced further criti¬ 
cism by broadening the treatment of economic concepts and 
motives. 

In fact, almost a volume might be written describing and 
analyzing the bearing of the historical method upon economic 
theory, largely by way of modifying the premises. This school, 
too, together with such predecessors as Sismondi and Miillor, 
called attention to the element of friction and delay in the 
working of the economic ^Maws” of the Classicists. 

The Malthusian principle of population, implied in Smith^s 
thought and accepted by Ricardo and Mill, is perhaps the most 
criticized theory which has become part of economics. On the 
one hand, the optimists assailed it; numerous non-optimistic 
critics found this or that particular fault with it, on the other. 

All this, too, leaves unmentioned the criticism involved in 
such isolated points as Senior’s abstinence theory of interest, 
Lassalle’s idea of conjuncture, and the like. 

Naturally, therefore, not all points can receive separaie ex¬ 
tended treatment in a general history of economic thought. 
The aim here is to stress those which have actually stood out 
separately, — as the ‘Vages-fund” doctrine did — and which 
at the same time have had the most important place in the 
development of economic theory as it was left by Ricardo, 
Senior, and Say. The student can readily find for himself, with 
the aid of the index an account of the development and criti¬ 
cism of value, wealth, rent, and other subjects. 



CHAPTER XXVlII 


LAUDERDALE AND HERMANN: EARLY CRITICISM 
OF THE THEORY OF CAPITAL, PROFITS, 

AND VALUE 

The theories of Adam Smith and Ricardo did not clearly set 
forth the nature ami function of ca|)ital as an indej)endent factor 
of i)roduction, and accordingly contained no clear-cut and dis¬ 
tinct analysis of “jjrofits.” They held to an objective cost 
theory of value in which labor, though not the sole element, 
was oven'mphasized. Naturally, too, consumption received 
scant attention. 

Two groui)s of criticism, then, are suggested; on the one 
hand the theory of cai)ital and income needed development; 
on th(' other, tlu'n* was need for a critical examination of value 
theory which should bring the subjective factors into due 
prominence. C'riticisms along the,se lines were essayed by 
Lamlerdale, who has already Ikh'u mentioned in another con¬ 
nection, and th(! (lerman economist and statistician, Her¬ 
mann. Naturally, certain corollaries of the theories attacked 
were also oiM*n to objections, some of which are set forth in 
this chapter. 

Lauderdale’s Criticism of the Theory of Capital and Profits 
and His Doctrines of Consumption and Value.* — Capital and 
Profits. — Lauderdale at once takes Smith to task for his treat¬ 
ment of capital, his point being that that factor had not been 
given due importance as a distinct element in production. Of 
his own work he says; “ Land, Labor, and Capital are separately 
treated of as the sources of wealth; — an opinion which, though 
it has been announced by some, and hinted at by others, docs 
not seem to have made on any author so strong an impression 

* See also above, pp. 381-383. 
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as to be uniformly adhered to in the course of his reasonings/^ ^ 
Capital, he argues, is productive in itself, its services being two¬ 
fold, namely, to economize labor in producing the results al¬ 
ready obtainable and to make the production of new results 
possible. Accordingly, the profit on capital arises either from 
its supplanting a portion of labor which would otherwise be per¬ 
formed by the hand of man, or from its performing a portion of 
labor which is beyond the reach of the personal ex('rtion of man.^ 

Now this conclusion is most important; for the notion tliat 
capi^l operates merely by putting labor in motion and adding 
to its powers implies that industry and the emt)loyment of labor 
are limited by capital. The true analysis, however, sugg(\sts 
the inference, that a country cannot be beiK^fited by the pos¬ 
session of a greater portion of capital than can be employed in 
performing and supplanting labor, in the production and forma¬ 
tion of those things for which there exists a demand.^ And he 
goes on to argue against ‘^parsimony^^ as cnating a more than 
requisite quantity of capital. This is not only a radically dif¬ 
ferent conception of capital, its function and income, from that 
found in Smithes thought; but also its bearing upon the wagc's- 
fund doctrine which soon gained such prominence, is appan'iit. 
With Lauderdale^s theory that doctrine would have been 
impossible. 

Value, — In accord with Lauderdale\s general emphasis of 
productivity and demand, his tiieory of value shows some de¬ 
velopment toward a proper correlation of utility and cost. 
Value, he says, is the necessary characteristic of individual 
riches. The essentials of its existence are: usefulness and 
pleasure to man, together with a certain degree of scarcity. 
The following illustrative passage makes his idea clear: — 

Water, it has been observed, is one of the things most useful to 

man, yet it seldom possesses any value; and the reason of this is 

^ Inquiry into the Nature and Origin of Public Wealth (1804), p. 10. 

^Ibid., pp. 161, 203. 

® Ibid., p. 204. Note the conception of an absolutely predetermined demand 
and of the possibility of general overijroduction which is implied. Cf. above, 
pp. 383, 395. 
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evident: it rarely occurs that to its quality of utility is added the 
circumstance of existing in scarcity; but if in the course of a siege, or 
a sea-voyage, it becomes scarce, it instantly acquires value; and its 
value is subject to the same rule of variation as that of other com¬ 
modities.” ‘ 

Lauderdale criticizes Petty, Harris, and Smith for seeking 
an absolute standard of value. Moreover, he (luotes from 
the Wealth of Nations to prove Smith\s incoiLsistency in making 
labor the iiK'asure of value, showing that it is stated or implied 
at various points in that work that labor diff(*rs in value at 
difft'rent times juid at diffc'rent places.^ It must 1 h' admitt('d 
that although Smith’s use of the word “price” instead of 
“value” at points .sav('s him, yet his not infr(‘(iuent confusion 
of value in use with value in exchange h^ts LauderdaUj’s shaft 
hit. 

Consumption. —Laud(Tdale was a pioneer in the discus¬ 
sion of th<' economic significance of consumption, pointing 
out the relation of the subject to value, and dwelling upon 
the effects of varying d('gr(H*s of elasticity in demand.* To 
understand riches (individual wealth) and their variation, he 
says, we must study the interrelations iK'tween demand and 
supply, and all tlu* indir(*ct effects of changes in value of one 
good upon anotlu*r. As tlu' tastes of individuals differ, so men 
will differ in the extent to which they will go in renouncing a 
commodity when its supply is diminished; while, in turn, the 
prices of diff('rent commodities will vary according to the degree 
in which they seem n(*(*essary. Changes in demand are discussed 
in a similar fivshion, something of the importance of necessity, 
habit, and taste Ixnng indicated. Then Lauderdale examines the 
effects of changes in supply and demand upon the order of 
consumption, using meat, wine, and mustard to illustrate 
different elasticities in demand. These commodities would 1x5 
affected very differently: the change referred to “would have 
very different effects in altering the proportions betwixt the 

' Inquiry into the Nature and Origin of Public Wealth (1804), pp. 15-16. 

* Uriti.. p. 30. 

* See ibid., pp. 66, 85 f., and clsowhore. 
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quantity and the demand of each of those articles, so it must 
alter, in a very different ratio, the value of a given quantity 
of each.” Some undesirable results of an unequal distribution 
of wealth are also mentioned. 

The Theories of Hermann and Other German Economists, 
Chiefly concerning Capital and Undertakers’ Gains. — From 
among the numerous German economists of the early nine- 
teenth century, von Thiinen and Hermann stand out clearly 
as the two most acute and original theorists. Of the two think¬ 
ers, von Thiinen was undoubtedly the more original, but Her¬ 
mann’s work was based upon a far wider reading,^ and, being in 
closer touch with the current of economic thought, apiK^ars to 
have exerted a greater influence upon his cont('mporari(\s. This 
relative result was doubtless due in part to the cl(?ar, concise 
style in which Hermann wrote, and, j^erhaps, to the absence of 
mathematical forinulie. 

In some respects, Hermann was a follower of Adam Smith, 
and he generally begins his discussions with a stateimuit of 
Smith’s views on the point involved; but his philosophy and his 
theories of value and distribution are so at variances with those 
of the Wealth of Nations that he must bo classed as a critic. 
Since his criticism is iion-ethical, and is dire('t(*d against Smith’s 
logic, he hardly falls among those who opposed the philosophical 
and ethical system. 

Friedrich Benedikt Wilhelm von Hermann (1795-1868) 
published his chief work, Staatswirtschaftliche Untersuchungen 
(Investigations in Political Economy), in 1832.^ In his pr(*face 
he sounds a note of criticism of existing economics, and presents 
a most interesting statement of the weak i)oints in the science. 
In general, he warns his readers against the notion that it is a 
complete and perfect science. It is too closely related to life, 

^ The following are some of the writers to whom Hermann refers: Aristotle, 
Hegel, Physiocrats, Hteuart, Smith, Malthus, Lauderdale, Sismondi, Ricardo, 
M‘Culloch, Jakob, Hufcland, Sartorius, Nebenius, Muller, Storch, Lotz, Hau, 
von Thiinen, Read, James Mill. The careful study of and influence by James 
Steuart and Lauderdale are especially interesting to the English reader. 

2 Revised and enlarged edition in 1870. The following references in the text 
are to the pages of the first edition. 
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with its continual change, for that. In fact, he states that 
economists had arbitrarily limited their field by excluding c(t- 
tain objects.^ Again, in accord with a common German idea, 
he argues that to conclude that individual interest always leads 
to public advantage goes too far. 

The more particular shortcomings, as Hermann sees them, 
are the following: 

(1) The lines of demarcation between the sev(*ral classes of 
society had not b(‘(‘n cl(‘arly drawn, and the faulty distinction 
between productive and non-productive occ\ipations is esix^cially 
pointc'd out as an illustration of this weakiu^ss. 

(2) The tlu'ory of pri(‘(i smiK^l to him to b(^ full of defects: 

(a) The factors which enter into the d(‘t(‘rniination of 

a j)articular pric(‘ had not Ix'on sharply and com¬ 
pletely indicated; 

(b) The tn'atment of the equalization of ])rices, or 

comparative jmee, had not be(‘n adeejuatts 

(c) The distinction lx'tw(M'n exchange^ value and price, 

he ref(‘rs to as ^^unsatisfactory 

(d) He states that th(»n' was mn'd of an analysis of 

pric(' into its ultimate elements, so that the cost 
of the finislu'd pnxluct woulil 1 h' traced back 
through its component materials to wag(\s aod 
profits. 

(3) Hermann also complains of the narrow interpretation of 
the conc(»pts, *‘goods^' and ‘‘income.^’ Say and Sismondi, he 
says, had made valuable suggestions, but had not carried them 
out consistc'iitly. 

(4) Finally, consumption is mentioned. Here numerous 
writers had touched upon the abuse of the current inter]:)retation 
of income; but they had failed to develoj) tlx'ir ideas or to dis¬ 
cuss the effects of consumption upon exchange and economics 
in general, as their varying treatment of such problems as are 
presented by absentee landlordism and parsimony, manifests. 

Aside from its intrinsic interests, as a statement of the case 

' Cf. below, p. 561. 
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against the political economy of the day, the foregoing criticism 
is of value in that it outlines the contents of Hermann's book 
fairly well. Only the part dealing with capital and profits has 
been withheld, in order that it may serve as an introduction to 
the discussion of Hermann’s theories concerning these subjects. 

Passing over his theory of value for the moment, the point 
to bo stressed in Hermann’s thought is the theory of cai)ital 
and the correlated criticisms of the Classical wages and rent 
theories. 

Capital. — In his preface, Hermann states that previous 
discussions of capital had been deficient in their tn'atment of 
its origin, nature, classification, and working; while the existing 
theories of profits were marked by shortcomings in that they 
did not explain with sufficient accuracy either the detc'rmination 
of that share in distribution, or its relation to wages. It may be 
inferred from his remarks that he thought that Ricardo and 
M'Culloch had done the best in this regard, but that th<! for¬ 
mer was excessively abstract and the latter was even more so. 
Smith’s conception of capital was good, but had not been carried 
out consistently. Most writers had followed Smith; though 
Sartorius and Hufeland had .shown some independence, both of 
these writers distinguishing between the u.sability of a good as 
capital and its capacity to satisfy wants directly. The latt(‘r 
had made capital embrace all goods which can be used for 
production, including those which for the moment await produc¬ 
tive application (p. 47). 

But, to hasten to the point, Hermann tells us that capital 
rightly means all sources of income which endure and have 
exchange value. Thus he approaches the determination of 
the capital concept from the standpoint of income, and income 
in the sense of utility (p. 57). Smith, he says, had made income 
mean the excess of product over cost, or net income. But income 
is really the use of property; and “production, in relation to the 
yield of capital for producers, is nothing but an exchange, 
through the agency of capital, of the direct usufruct of one 
property owner’s goods for a more convenient form” (p. 57). 
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Accordiiij^ly, all houses and lands are to bo includ(?d in capital, 
so long as they are durabkj soure(\s of utility incomf*, and have 
exchange' value. 

Hermann's clfissification of these ('conoinie cat( gories which 
are n'latc'd to capital is as follows (p. 59): — 

Property: — 

I. IiniiK'diato consumption goods. 

II. Capital: — 

1. Use capital (yielding satisfactions elirectly). 

2. Industrial capital (yielding .satisfactions indirectly). 

(a) I^)an capital. 

(b) Production capital. 

(1) Fixed. 

(2) (Circulating. 

Thus he follows Say and Ganilh in distinguishing a so- 
called “use capital," or what we would today rather call durable 
consumer's goods, tlu' cate'gory b(‘ing illustratc'd by such public 
prope'rty as highways, gardeais, and building.s. “Immat(*rial 
cai)itar' is also admitted, consisting of trade seen'ts, si)ecial 
privil(*ges, etc. “Pe^rsonal capital," however, he rejects on the 
grounds that it cannot be exchanged, is not a .sufliciently durable 
source of income, and that tin* motives which lead to the produc¬ 
tion and education of men are different from those which obtain 
in the production of goods. 

Manifestly there is nothing in Hermann's definition of capital 
to prevent the inclusion of land, and it is in this point that its 
peculiarity is most sharf)ly apparent. Land Ix'ing a good which 
endures and yields an income, is capital (p. 48). To the usual 
arguments in favor of a distinction between the two factors, 
Hermann replies that cost is not an essential aspect of capital, 
the fundamental thing being a stock of goods which furthers 
production; and this is just as true of land as any other agent. 
Moreover, to obtain the fruits of the earth, labor must be ex¬ 
pended, while the operation of fixed capital depends upon the 
forces of nature, so that thert^ appears to be no fundamental 
difference on that score (p. 50). He believes, too, that the income 
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on improvements is inseparably bound up with that from the 
land. Against an idea sometimes expressed by Smith and others, 
Hermann argues that land is not a monopoly, but men^ly 
exists in scarcity like fixed capital (p. 153). This early economist, 
then, anticipates a tendency which has recently threatened to 
divide economists in the United States. 

It remains to be observed that Hermann clearly expressed 
the idea of capital as an abstract fund of wealth; for la? says 
that above all one must distinguish the object in which a capital 
is expressed from the capital itself (pp. 335-336). The latter goes 
on undiminished, regardless of the consumption of its products; 
machines are used up, but not necessarily capital, for normally 
the value of the product yields a replacemc'nt fund (p. 337). 
Even irregular losses are shifted from capital to inconu' by 
means of insurance. Here, again, theories which have gained 
some prominence of late years are anticipat('d.‘ 

Rent and Wages. — Hermann’s notion of capital led him 
into conflict with several ideas held by Smith and other mem¬ 
bers of the Classical School. For one thing, it was inconsistent 
with the Ricardian doctrine of rent. Like others who have 
taken the same course, he regarded rent as a perc('ntag(' of th(' 
value of the land, which, once the land is sold, obeys the laws of 
interest. But perhaps more noteworthy is his criticism of the 
wages-fund theory. 

The downfall of the wages-fund theory is the subj('ct of 
the next chapter. It came in the seventies. But more than 
forty years earlier, this German economist, in a clear, concise 
fashion, advanced those arguments which were to overthrow^ it. 
Some statements made by Smith, and the doctrine of MXJulloch, 
and Rau, says Hermann, make capital the source of wages, and 
the wage rate depend upon the proportion of population to 
capital. But, even granting that wages depend upon such a 
proportion to circulating capital, nothing follows as to capital 
in general; a greater percentage might be invested in fixed cap¬ 
ital (p. 281). Again, the number of those laborers who furnish 

* Cf. below, p. 726, 
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personal service's and are paid directly from income, is too great 
to be ov('rlook('d. As a matter of fact, wages are paid out of the 
value of the product. The undc'rtaker buys labor, not to con¬ 
sume it, but to s('ll what it produce's. Fre)m the income of the 
consumer, then, come\s the true e*ompe*nsatie)n of the laborer's 
service's. The growth e)f the aggre'gate? capital, howeve^r, does 
have an indirect influence in that it cause's a demand for more 
proelue'ts. 

Hermann rese'iits the idea that the capitalist-unelertaker, 
or emterpri.se'r, nourislu's the labor class. UatheT, he simply 
use's labe)r to pre)e*ure' a mem' advantage'enis sale' e)f part e)f his 
capital. Lal)or and capital mutually facilitate the trau'^forma- 
tiem e)f their se'parate' s(*r\ice's into forms more' suita))le to each, 
anel stanel on e'qual te'rms as to e'conennie* fune tion. In fact, 
it was a funelame'iital e'rre)r e)f Smith’s that lie' at pennts e*on- 
sidere'el capital me're'ly as the mainte'naiu'e of labe)re'rs. He'rmann 
argue's that this is false? as far as fixeel capital is ce)nee'rne‘d; and 
so much e)f circulating capital as is e'xpe'iided upe)n material, 
buys not mere'ly lal)e)r, but use's e)r utility (Xutzungen), 

Undertnkera^ (iains. — Afte'r his the'e>ry of capital and the 
criticisms of rent and wage's de)ctrine's whie'h flowe'el fre)m it, 
the ne'xt gre'at point in Hermann’s the'e)ry is his tre'atment e)f 
undertakers’ gains, that is, the income receive'd by the e'ntrf*- 
prene'ur as such. 

At this j)oint is found an interi'sting illustration of thecle)se 
relation be'twe?('n industrial e'liviremment and ecoimmic thought. 
In iMigland, the' gre)wing impe)rtane'e e)f a ca]>italist-eMnple)yer 
class, the cxistene'e of re'latively large commercial and inelustrial 
conc(?rns, and the use of “joint ste)ck,” not only me'ant that a 
considerable class was receiving an income that was hardly ex¬ 
plainable either as “rent” or as wages, but also sugge'sted to 
Smith and his followers the iele'a e)f profits as a return on l)usiiu'ss 
capital. Profits, to these writers generally, meant the revenue 
of capital (interest) plus a half-concealed something for manage¬ 
ment, though Senior’s idetis differed somewhat from the common 
notion. But in Germany, industrial conditions were not so 
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developed. Industry was generally carried on with small-scale 
units, and the handicraftsman who used his own capital and 
managed his own establishment was the prevalent manufacturer. 
Agriculture, too, was largely in the hands of peasant proprietors. 
Thus the function of the business undertaker — as the Germans 
called the entrepreneur or enterpriser — was relatively more 
dominant than in England. There was less incon\e upon in¬ 
vested capital, — capital dissociated from management by its 
owner. Incomes consisted more largely of satisfactions or uses 
derived directly from products. Thus it would have been natural 
for German thinkers to emphasize both the function and tlu? 
income of the undertaker, and that is what they did. 

But meanwhile the English doctrines with their emphasis of 
capital had penetrated German thought, so that iutiTest could 
not be slighted. The result was a rather well-rounded theory of 
profits, w’hich, in its addition of a char-cut idea of the umlertaker^s 
gain to that of interest on capital, amounted to a contribution to 
economic theory. Indeed, in these early German discussions about 
the functions and income of undertakers may be found many of 
the ideas that are now common in the debates concerning the 
nature of profits. It will be observed that the idea, common 
among French theorists, that profits are the wages of manage¬ 
ment of the entrepreneur, would, in .so far as it influenced Ger¬ 
man thought,' produce a result similar to that caused by this 
environmental condition. 

Hufeland was one of the earliest writers to show the German 
tendency ^ toward the separation of “profits^' into interest and 
undertakers' gains, and the analysis of the business undertaker's 
functions. He made undertakers' gains consist partly of com¬ 
pensation for risk, and partly of a rent for the undertaker's tal¬ 
ents and capabilities. And Rau (1826) emphasized the same 
point, regarding undertakers' gains as a peculiar income spring¬ 
ing from the inner relation between capital and labor, in which 
the shares of both these sources cannot be separated. 

^ Lotz, Jakob, Nebenius. 

* Neue Grundlegung der Staatamrtachaftskunsl, Vol. I, 1807. 
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H(Tnianii made the subject clearer. Approaching the problem 
from th(i point of view of income, he reasonc^d (p. 204) that the 
busin(\ss undertak(‘r’s projKT income is a reward for the following 
services: (1) combining the factors of production, (2) evolving 
plans, (3) furnishing rare capacities and talents of sup<TVL<ion, 
(4) guarant(*(‘ing a fixed rate of inten^st while his own gain de- 
fK'iuls upon prie(* fluctuations. And all these servicers, he added, 
vary with th(‘ amount of capital involvcHl. The undertaker’s 
gain, th(Mi, is tlu' lU'Ci'ssary reward for these services, cares, and 
risks. On the one hand, it is to be distinguished from tlat wages 
of labor, tlu' comp(‘nsation for ex<Ttion of a small-scale under¬ 
taken* at some trade. On the other hand, the fourth service is 
not to b(' confusenl with a com|Knisation for risk; for such a com- 
penisation is not income at all, but is capital, and must Ix) saved 
against losses. 

'rh(' amount of the undertakeT’s gain is determined by demand 
anel sup|)ly as te) ca])ital (p. 208). The quantity of capital which 
ejwnens e)f e*apital ele) ne)t thennse»Ives wish to emple)y makes the 
dennanel for the businc'ss unden*taker\s se*rvice\s, while the number 
e)f tlu)se‘ who se*e'k te) turn cai)ital to produetive emple)yment fixes 
the' supply. His se'i vien's and ince)me, the*n, benng relatexl to the 
ame)unt e)f the* e'a])ital involvenl, if a given gross profit (Gewinn) 
is assumenl, the unelentakeT’s gain varie\s with the amexmt of 
inte're'st, the higher llu' inte*re'st the' le)wer his gain, and vice versa. 
He^ may te'inporarily incivase his gains by making such imi)ro\T- 
ments e)r invent ie)ns ius will lower ce)sts; but when others learn 
of tlu'se' improvemie'nts i)rofits are lowered so as just to cover 
costs again. 

Tlu^ earlier jx'riod in the evolution of the German theory of 
undertakers’ gains may Ix^ re'garded as brought to a close in 
1855 by Ilans von Mangoldt (1824-1868) with his notable mono¬ 
graph on this subject. Die Lehre vorn Unternehmergeitinn (The 
Doctrine of Undertakei*s’ Gains). He reviewed the preWous 
thcori('s and sought to prove the necessity of undertakers’ gains 
on economic grounds. His own very eclectic tlx'ory made them 
consist of a premium for risk, wages of management, under- 
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takers^ interest, and undertakers^ ^^rent/^ The interest included, 
was that arising from such capital as from its nature could not 
be lent or the undertaker's own capital; and the was a 

premium on undertaking" ability. His work shows a h'aning 
toward overminute analysis, not uncommon among the German 
theorists. 

Consimption and Value .—In Chapter VIII, Hermann d(*als 
with the consumption of goods, showing evidenc<'s of Laud(*r- 
dale's influence. He takes up the concept of consumption, ord(T 
of consumption, consumption in relation to the employnuait of 
goods, in relation to the economy of the consiim(a*s, and in r(*la- 
tion to political economy in general. The effc'cts of parsimony, 
luxury, purchases abroad, etc., are dealt with; and sev(‘ral in¬ 
teresting charts or diagrams are presented to show tlu' course* of 
distribution among landowner, renter, laborer, and manufac¬ 
turer, perhaps an echo of the Physiocratic analysis. 

Hermann made an acute criticism of the labor-cost theory of 
value, his thought on this point being in several respects akin to 
that of his contemporary, Senior. Thus, ho discusses more* care¬ 
fully than his predecessors the particular factors in value and 
price determination, analyzing demand and supply. Market 
price, under conditions of two-sided competition, is d(‘t(‘rmined 
by demand and supply. Demand, however, dep(*nds u])on three 
main factors: the use value of the desired commodity, th(* ability 
to pay of the one who desires it, — which factors form the sub¬ 
jective limits (Grdnze) of price for the buyer, — and the alt(*rna- 
tive cost of its production, that is, the lowest cost of producing 
or acquiring the commodity in some other market (p. 74). These 
things set an upper limit to prices. On the side of supply, there 
are the following forces: the cost of the commodity, alternative 
sale price, and the exchange value of the commodity in which 
price is expressed. Thus a lower limit is set. In dealing with the 
cost factor, the interaction of price changes and costs are dis¬ 
cussed (pp. 82-88). Though considering that for reproducible 
commodities cost is decisive, he gives considerable weight to 
utility, and makes an important place for demand. 



(’lUTK'lSM OF THK THFORY OF CAPITAL 567 


H(Tiniuurs j];(*iu‘ral criticism of the labor-cost theory of value 
proc(‘e(ls from tlu* icUui that the (luaiitity of labor is not directly 
r<‘la1c(l to th(' (luaiitity of value in the goods in whose production 
capital figures; but only indirectly, and in so far as the laborers 
can, by in(‘ans of an increase or decrease? in the supply of labor, 
work against the variation in the value Of their subsistence 
[wag(*s?l with the* rate of profit’^ ^ (p. 131). Any good, to \)q a 
just m(‘asun' of value', must v-^ary in price' din ctly with capital 
and lalxjr, anel to that e*nd must e*outain both facte)rs. Further¬ 
more', h(‘ inake's the' five points which feilleiw fp. 133;: 

(1) It is ne/t true* that ge>e)ds whie*h are not fre*e‘ly prexlucible 
feirrn a ne*gligil)le e]uantity. Among themi must be placed land, 
anel threjugh it me)st goexls are affe'cte'el. If a machine, even, con¬ 
tains labeir, this is ne)t to be thexight of as passing into the pre)d- 
ue*t; only in se) far as the machine' is use'd up is it to be cemsidered 
as raw mate-rial; on the whede, the labor and capital u.m's united 
in the* mae-hiiu' are withelrawn fremi circulation and are merely 
base's e)f a usufruct. 

(2) a. If labor e*e)st ele'termine's value, and ge)ods containing 
e*qual labe)r costs e-xchange* on e-qual terms, it must follow, not 
me're*ly that 2 x labor buys twie*e' as much as x lalx)r, but also 
that X labor always e'xe*hange's fe)r x labe)r and ne) more. 

b. But, that the rate of profitfi is erenjwhere equal^ 

a pre)elue*t must e xe-hange feir mem' labe)r than it e-emtains. That 
is, a elay\s labe)r eif a farm hanel, if e'xchange*el feir a jiair of Ixxits 
upon which a ela 3 ''s labor had be'cn put by the slux'inaker, 
tanne'rs, e*te*., inveilve-el in its prexlue*tie)n, woulel securing 
ne)t e>nly that elay’s labor, but a capital use. ‘^But if n lalx)r 
in prexluct A exe-hange'S fejr labor in ])re)duct B, how can n 
labeir in B at the same time buy in A?^’ ‘ If it be argued that 
mate'rials and subsiste'iice are necessary to make labor effective 
and that therefore past labor is used, it is thereby conceded that 
there is an clement in production beyond labor, namely, the use 
of capital; and if the product has an exchange value in excess of 

> I.C., counteract the tendency of wages and profits to vary inversely. 

^ Cf. the argument on Ricardo’s theory of profits, above, pp. 303 f. 
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the labor cost, its existence is explained by the fact that this 
capital use has not only value in use, but also exchange value. 

(3) If one overlooks or abstracts the capital-us(i ('lenuMit and 
regards it as equal in each product, labor may be thought of as 
determining; but, in fact, these uses are hardly alike in any two 
products. 

(4) In truth, Ricardo^s rule, as expressed by NTCulloch, 
merely says A = A and docs not explain the essence of exchange 
value. 

Conclusion. — There is no need for a detailed criticism of 
the views of Lauderdale and Hermann. The former was in (a ror 
in positing a limited demand based upon an assumed body of 
“needs”; and his notion of the function of capital, while con¬ 
taining a correction of Smith’s ideas, was crude. Hermann’s 
chief mistake appears to be an undue minimization of the diffca- 
ences that exist among productive agcaits. First / he too ncairly 
overlooks the significance of the question of directness of yi(4d, 
and this causes him to include durable consumers’ goods in his 
classification of capital (“use capital”). Ihit chiefly this min¬ 
imization is seen in his denial of the significance of cost differ¬ 
ences between the factors which are ordinarily called land and 
capital. He virtually omits any recognition of the importance 
of the fact that the supply of land in general is limited, and that 
this is especially true for any one of the different grades of land. 
His treatment of undertakers’ gams, too, is open to th(^ obj(‘ction 
of including payments for diverse functions.^ and he is somo 
times classed as one of those who attempted to combine tlie 
English and French theories. 

The more modern tendency would be to classify a part of the 
rewards given to the undertaker by Hermann as wages and 
part as “pure profits.” 

The merits of the two writers have perhaps been sufficiently 
indicated. 

The similarity between their views upon important points and 
the probable influence of the earlier author upon the other do not 

^ Mangoldt’s theory is open to a similar criticism. 
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scorn to have been recognized. Re.semblanccs have been noted 
in the ind('pendent place given to capital, the .subjective element 
in value, and the treatment of coasumption. Hoth also point to 
the distinction between public and private wealth, Hermann 
undoubtedly following Lauderdale to some extent. 



CHAPTER XXIX 


THE DOWNFALL OF THE WAGES-FUND THEORY 

During the space of a generation, roughly covon'cl by the 
lifetime of John Stuart Mill, that method of explaining wage 
rates known as the wages-fund theory played an important part 
in the history of economic thought. Some account of this tla'ory 
has already been given.^ Though a faint trace of it may b(' found 
in Turgot’s writing, it is an English product, dating from th(i 
time when capital and a capitalist class began to b(' of prime 
importance in industry. Following the Industrial IleA^olution 
there came a certain new dependence of labor upon capital — as 
advances of subsistence and direct aid to production — whi(*h 
the economists soon exaggerated. Passages from Smith, Ricardo, 
Malthus,^ and McCulloch ^ might be cit(*d, showing a sugg(‘stion 
of the idea that wages depend on a wages fund of circulating 
capital, the two writers last named being cl('ar and d(Tinit(‘ in 
their expression of it. Senior, as already seen, puts it quite 
clearly, and is commonly named as the father of the theory. Rut 
it was James Mill who stated the theory in a hard and fast 
manner, and his son, John, fitted a somewhat modified form of 
the doctrine into his restatement of the Classical political 
economy. 

James Mill’s statement of the doctrine was as follows: '^Uni¬ 
versally, then, we may affirm, other things remaining the same, 
that, if the ratio which capital and population bear to one 
another remains the same, wages will remain the same; if the 
ratio w^hich capital bears to population increases, wages will 

^ See above, pp. 301, 311, 348, 464. 

* Political Economy (1836), p. 234. 

* Essay on Population (1st ed.), pp. 306 ff.; Political Economy, p. 379. 
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rise. . . By capitiil, Mill moans the food, materials, and 
instruni(‘nts dovotc'd to production. 

Passiiif^ o\(*r sonu' early criticism in Germany ^ which had 
no inflii(‘nc(‘ in J^ngland, that interesting s(‘ries of assaults by 
lOnglish writ(‘rs which sapped and overthrew this dogma may be 
tak(‘n up at once. 

P('rhaps th(‘ first came from Richard Jones, who wrote in 
1831. At this tim(‘ tin? th(*ory had not gained such prominence 
as it later attaiiusl, and Jones was chiefly concerned with nmt; 
th(‘rcfor(‘ his fr(‘atnicnt was too bri<‘f to give him the honor of a 
d(*cisive attack. Jones’ words w(‘re as follows: “We sliould 
tak(‘ a V(‘ry false vi(‘W of the causes which r(‘gulate the amount 
of th(‘ir [the laborers’] earnings, if we men^ly calculated the 
(piantity of capital in (‘xistc'iice at any given time*, and then 
atl('mpt('d to eomput(* th(‘ir .share of it by a sur\'ey of their 
nuinb(*rs.” - For, as laborers “produce th(‘ir own wages, all 
the eireumstane(‘s which afT(‘(‘t (‘ither their powers of production, 
or th(*ir slmre of tlu' produce* must be taken into the estimate.” 
Th(‘S(* i(l(*as w(*r(^ not (‘xpanded, and Jones’ judgment app(*ars 
to have had small effect. 

A similar lack of (*ff(*etiv(*n(‘ss, so far as reeogniz(*d and 
avowc'd, at l(*ast, att(*nd(Ml the much more conclusive work of 
Francis D. Longe*. Longe was an Oxfortl man and a lawyer, 
having b('(*n admitted to the bar in 1858. Through a connection 
with th(* diildn'ii’s Km])loym(*nt C'ommission lu* became ae- 
(luaintc'd with the labor i)roblem; in 1800 he published a treatise 
on the law' of strikes; and this was followed, in 1866, by his 
pami)hl('t, A Refutation of the WageH-fund Theory of Modern 
Political Economy. He also published A Critical Examination 
of Mr. (ieorge\s Progress and Poverty. 

L()ng(' (piotes passages from Mill and his follower, Fawcett, 
to show' that they believe (1) in a definite fund destined for 
purchasing labor; (2) that the laborers form a group within 
which competition can distribute wages; and (3) that the factors 

' Ahovo, pp. 354, 4S3, 502. 

* Essay on the Distribution of Wealthy Chap VI. 
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controlling this distribution are demand and supply. These 
things Longe denies. Even as an abstract principle', he holds, 
the theory is false. The fallacy lies in treating the fund taken 
to represent demand for labor ‘^Jis a sum which would all bo 
spent in labor, notwithstanding the purchase of a part of the 
supply with a smaller portion of it than would represent the 
proper price of the part bought, as determined by the proportion 
between the whole supply and the money-measure of the original 
demand.” Even if the circulating ca])ital of a country were a 
certain per cent of its wealth, there is nothing to insure* that 
the laborers would get all. And he shows that Mill falls into 
some confusion by using ‘‘demand,” now as mone*y (l(‘mand, 
now as the quantity demanded. As to the (‘xist(‘nc(* of any such 
fund, Longe himself maintains that the m(*r(i psychical i)roc(*ss 
of “destining” a thing cannot bring it to pass; it is demand in 
the sense of quantity of labor demanded that ent(*rs into the 
determination of the wage rate. 

The whole fallacy, he states, lies in a confusion of two funds: 
one consisting of the goods available for maintaiuing labon'rs 
during the productive process; the otlu'r, of the amount of 
wealth available for purchasing the product.^ The forna'r may 
come from the laborers^ own resource's or be' be)rre)wed, as we'll 
as be advanced by the employer directly; the latte'r might come 
from consumers, from the goods prejduce>d, or from the e'ln- 
ployer. It is the latter “fund” ale>ne that is significant. 

Mr. Longe sent copies of his Refutation to Mill and Fawcett, 
but it provoked no reply. 

Two years after the appearance of Longe's pamphlet, another 
concise refutation of the doctrine under consideration was 
published, being found in the North British Review for March, 
1868.^ The article is unsigned. Its writer begins by stating that 
the fallacy of the wages-fund theory lies in its premise that 
everything which decreases profits thereby decreases the means 
of paying wages. 

* Essay on the DislribuHon of Wealth, Chap. VI, p. 47. 

® Pp. 5 ff. 
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H(' culls att(‘iitioii to the fact that nianufactur(*s do not all 
r('C(‘iv(* a ban* niiniimini profit, tin' inf(‘n*nc(‘ being that wages 
could b(» iiicr(*as(‘d by drawing upon surplus profits. Mor(‘ than 
that, he g()(\s on to argu(‘, a (Jiininution of profits may lead to an 
increase' in saving and capital. For one? thing, the fund for 
paying wage's is ine)stly drawn fremi the prie'e* e)f the» product, 
and is re'inve'ste'el \\ithe)ut e*e)nscieius effort. “A manufacturer 
will ge*ne*rally we)rk his mill or facte)ry to the* utmost so lemg as 
he^ de>e‘s e)btain a predit; he does not voluntanly set aside* a 
certain sum fe)r wage's, eliminishing and incre'asing that sum 
ae'e'oreling te) pre)fits, but he* e'lnploys as many me*n as he* can, 
anel pays the-ni what he* must.^^ In the* seremel jdaea*, the're is 
alloth(‘r e'lass of savings, e*oming frean inve‘stors, anel this in- 
cre'ases wlie*n the* intere'st rate de‘e*re‘ase'S. In short, the* wage's 
funel may incre*ase* e'itlu'r through highe*r price's or threnigh 
lowe*r profits. 

This unkne)wn write*r sums up his criticism in the* folle>wing 
weirels. *‘()ur argume*nt is brie*fly this:— \Vage*s, like the* ])rice 
e)f all e)th(*r limite'd e'e)mmeKlitie*s, ele*pe'nel on a e'onflie't be'twe*en 
the* de'sire* for the* coinmeielity, and the* re*luctane*e* to se'll it. 
Anything affe'e'ting eitlu'r fe*e*ling as to labe)r will alter wages, 
'riie* teital ele'sire, me*asiire*el by the total sum paiel for wage's, 
may ine're*ase in e'e)nse*e]ue'ne*e e)f large pre)fits le*aeling men to 
wish for an e'xte'iision eif trade*, but it may alse) incn\ase owing 
to ine*re*ase*d re'luctane'e* e)n the* part of the labenirers te) sell, 
le'aeling the* jiurchase'rs eif labenir and preieluce*, one or both, to 
pay more*, le’st the*y she)ulel le)se* w’he)lly, e)r in part, their profits, 
or the* e'nje)yme*nt of the* j)re>duce.^^ The prie*e e)f labor is ascer¬ 
tained threnigh comi)etition, which establishe^s an equilibrium; 
but this de)e\s ne)t e*xplain the fe)re*e\s w hich determine. 

Next, (Uiffe I^slie de'serves mention as taking up the cudgels 
against the wage*s-fund the^ory. His criticism apjK'ared in two 
articles published during 1868 in Freuser^s Magazine^ one in 
May and one in July.* He* held that there are no funds destined 

' Land Systems and Industrial Econamy, pp. S7, 358 ft. It will be noted that 
arti(‘le8 by Thornton proceded thot)o in course of time. 
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to employment as wages. Capital can emigrate and be shifted 
from one employment to another. Capital may b(' substituted 
for labor. The unequal distribution of the aggregate available 
for wages, moreover, might make wages much lower than if 
that aggregate were equally shared by employees. Or through 
combination, wages might be forced down. But even if th('re 
were such a fund, the question would still remain, what deter¬ 
mines its amount? ^ Finally, competition does not work to dis¬ 
tribute the ‘^fund^’ among laborers so as to equalize wag(\s and 
sacrifices. 

Leslie was acquainted with Longe^s pamphlet, and at one 
point refers to it in order to make a criticism. 

Meanwhile, Thornton had publishcnl some “Stray Chapt(‘rs 
from a Forthcoming Work on Laborin the Fortnightly Review. 
This was in the fall of 1867. Two years later the book itself 
appeared under the title. On Labour. In Book II, ChaptcT I, 
which contains his attack, Thornton begins with a criticism of 
the whole demand-and-supply thcH>ry of value as statcMl by the* 
Classical economists. He then proceeds to argue his case against 
the wages-fund doctrine on this basis. 

Fixity or definiteness, he says, is the essence of the suppos(*d 
wages fund. But such a fund can have no existence save as an 
aggregate of individual funds, and such funds are far from fixed. 
Every employer, it is tnie, has a certain amount of money. But 
each may devote more or less to domestic expenditun', and so 
with buildings, materials, and labor. In any ciise, no oiu' is 
bound to spend all he can upon labor. With such reasoning 
Thornton made short work of demolishing the idea of a definite 
sum of money set aside as a wages fund, — the idea commonly 
held at the time. 

On this particular matter, Thornton is behind Longe in grasp 
and keenness of analysis. Moreover, as was pointed out l)y the 
American economist, Francis A. Walker, the fact that individ¬ 
uals have no definite funds does not necessarily prevent the 

1 In connection with this criticism Leslie mentions the article in the North 
British Review, March, 1868, p. 6. 
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(wistonro of a social or statistical dofinitoncss. Yet Tho^nton^s 
attack took iniriK'diato offcKit. In the Fortnightly Review for 
May, 1SC9, Mill iiiad(‘ his classic n^cantation, declaring that 
the wag(\s-fund doctrine was a barrit^r to an important province 
of economic thought, — a “shadow which will vanish if w^e go 
boldly up to it.” 

It is not improbable' that Mill had bcM'ii gradually weakened 
by the* attacks of I^onge and Iv('sli(‘, and by his sympathy with 
trade unions in th(‘ir e'fforts to raise' wage's. His belief had Ix't'n 
acce'pteil frean the' Uie*arilians, including his fathe'r, and at a 
time' whe'ii the' labe)r pre)ble*m was le'ss acute and his sym- 
pathie's le*ss are)use'el. Me)re'ove'r, his ielejis on de'inand anel supply 
we're' rathe'r supe‘rtie*ial, and were not ba'^e'el upe)n a thorejugh 
analysis. Tlie'ii, upe)n the' appe'arance of his frie'iid Thornton^s 
boe)k, he decideel to give* up publie'ly. Just why the gate's of his 
be'lie'f were e)pe'ne‘el with sue'h a rush is me)re e)r less e)f a mystery, 
and ne)t a fe'w have' surmiseHl a lack of e'anelor in defiling with 
Longe'. An e)pinie)n favorable te) Mill, he>wever, seems most just, 
nor has any pre)e)f of dishe)ne'sty on Thornton’s part been 
advanc(‘d.‘ 

The' ne'xt ste'p in the' cemtrena'rsy was Cairnes' attempt to 
revive the wagcs-funel de)ctrine'. In his Leading Principles of 
Political Economy (1874), he arguexl that wages are necessarily 
paiel e)ut e)f e'apital, anel that, unele'r given industrial conditions, 
te)tal wage's must be'ar a ele'tinite re'latie)n to te)tal capital. His 
re'aseming assume's that pre)fits (intere'st and pure profits) have 
a temde'iicy te) a minimum. 

Then came Frane'is A. Walker’s attack, an attack which^was 
more ce)nslructive and sugge'stive e)f the' true re'lation l)otwocn 
wage's and capital than wjxs the w’ork of his prcxlecessors; though, 
like his ])r('de('e'.sse)rs in criticism, he directed his assault toward 
the) ide'a e)f a wage's fund in the' shape of money, not clearly 
distinguishing capital from prcxlucl. 

“Given a certain body of labor employed,” Walker asks 

* C’f. Wiilki'r, "Tho WiiRO-Fumi Theory,” North American Review, Vol. 120, 
pp. 94 a. (1S75). Walker’s views were fully stated in The Wages Question (1876). 
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*‘what is it that dotorminrs the amount which the employer 
can afford to pay in wages? Is it the amount of capital at his 
command, or the value to be realized from that labor? And 
his answer is, it is production which limits wage's, and production 
is in its turn limited by consumption. Wage's are ultimate'ly 
paid out of the product of industry, and in so far as paid be'fe)re 
the product is marketed capital merely advances the> ame)unt. 
In new countries, in fact, wages are mainly paid out of the 
product of current industry. 

Walker makes a second point in re'gard to the effe'ct e>f the' 
number of laborers. The sum of pe)ssible wage's is far fre>in be'ing 
fixed without regard to the numlx'r of labe>re'rs. On the con¬ 
trary, their number and efficie'iicy form an important ele'me*nt, 
and an increase in labor supply may result in a more' than pre>- 
portionate increase in the aggregate e>f possible wage's. It is 
folly to postulate ^^other things being equal,” for this canne)t 
be when population changes. 

As finally formulate^d in his Political Economy (1883) Walke'r\s 
case is as follows: (1) Wages are not always aelvane'(*el out of 
capital, but in new countries such as the Unitc'el State's are 
often paid directly out e>f product. (2) l^ven if wage's we're^ 
always advanced out of capital, the ultimate payment cemu's 
from product; for laborers are hired for the sake of pre)eluct anel 
profits, not for the sake of ge'tting rid of a fund. (3) The' ame)unt 
of wages is related to the industrial quality of the lal)e)r('rs. 
(4) The amount to be paid in wage's canne)t be irre?spe'ctiv(? of 
the numbers of the laboring class: {a) an incre'ase in population 
may be attended by such imprewe'ments in “the division e)f 
labor and the union of fe>rces in production” as to incre'ase 
product and wages without any increase in capital; and (6) when 
returns from land diminish with increasexl population, wage's 
fall because per capita production is diminishexi, (we>n though 
capital may be increased. Walker's argument is intimately ref¬ 
lated to his residual theory of wages which in turn depends 
upon his theory of profits (see below, p. 717). 

The final word in this stage of the discussion has been said 
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by anotluT AiiKTioan oconomist, Professor F. W. Taussig. In 
his Wafjes and Capitalj an Examination of thr Wages Fimd Doc-- 
trine (ISDb), 'i'au.'^sig prost'iitcnl a ean^ful and accurate analysis 
of the r(‘lation of capital to wag<‘s, togethcT with a history of 
the wag(^s-fund discussion from its Ix'ginning to the close of the 
last century. His conclusion is that tluTi* is an element of 
truth in tlu^ wag(\s-fund idea, and that to th(‘ extent that this 
is .so, WalkiT’s idi^as an* wrong. 

Th(' arguiiHSit, l)ri(‘ny put, runs thus: real wages being prop¬ 
erly th(' .subj(x*t under consid(‘ration, it is appansit that, in a 
division-of-labor economy, labon^rs -and others—are sup- 
portisl chicdly l)y th(‘ product of past lai)or; for the r(‘ward of 
prescMit lal)or is (‘njoyal)le goods, which, for the most part, exist 
only as th(' re.sult of a long iktIcmI of priKluction. In any but 
tlu' shortest jxaiods, thiai, the n'sources of a community exist 
in th(' form of capital from which income* in the* .^haix' e)f e*e)n- 
sumable* e'e)mme)elitie*s inmuHliatedy flows; while the* hire*el la- 
be)re*rs e)f e)ur inelustrial .syste*m, being de*pend(*nt fe)r th(*ir me)n(*y 
ine‘e)m(' on a bargain with capital e)wne»rs, do draw' their wag(*s 
fre)m a .seirt e)f \vage*s funel. This de)e\s ne)t mean, however, an 
unalte*rable* r(*lation be‘twe*e‘n re*al capital anel nxil wages, but 
that \vageM*arne*rs ge*t thear me>n(*y wage's, anel tlius their .share 
e)f re*al ine-eaue*, fremi what the e*apitalist class, inchieling mielelli'- 
m(*n and bankeas, finel it preditable te) turn ene'r to thean. Meire'- 
ove*r, a limitenl ele‘gre*e* of (*lasticity is alknv(Hi to wage's by Pro- 
fe*.sse)r Taussig’s the'orv. 

In a we)rel, the' significance of renmdabeait methods of pre^duc- 
tie)n anel e>ur ele*p(*nde'n(*o u|X)n past production for enjoyable 
goods, are made clear. 

The \vhe)le wage's-fund episcxle in the history of m)nomic 
the'orv, while' it has lexl to fruitful discu.ssion and a ch'arer unele'r- 
staneling e)f the* r(*latie)n e'xisting bi'twevn wage's and e’apital, 
afte'r all e)wa*s its e'xistene'e chiefly to a confusiem of thought. 
Perhaps springing freim the indu.strial e)rganizatie)n at the time 
common in lOnglanel, the* ide'a pre'vaikxl among eH*one)mists that 
capital consists e)f money, or at least, consumers’ gexxls in the 
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hands of employers. This w.-us the umlerlyinK notion of nil th„.^ 
who took part in the controveiyy on this even (htwn 

through Walker’s day. A large part of capital ginnls was neg- 
lectod, and its function in this connection left unnnalyzi^d; while 
capital was mixed up with product, or goods for coiisiiniplion. 
The forces of demand and supply, as they op('rat(' in tlu) evalua¬ 
tion of labor, were not carefully and fairly aiialyziHl. 

As long as this idea obtaimnl, false' notions c()nc(‘r?iing the 
interrelation of wages and profits (interest) could (*asily pn'vail. 
Capital was thought of as a “residual claimantfrom an ill- 
defined wages-plus-profits aggregate, '^riie downfall of thi^ 
wages-fund theory meant a forward step not only in the tlu'ory 
of wages, but also in speculation coiice'rning capital and inte'H'st. 

Undoubtedly, too, in the long and wide'spn'ad sway of the 
wages-fund doctrine is to be setai the influence of (‘lass l)ias. 
It served to emphasize the prime importance' of capital in in¬ 
dustry and defend it from incrc'ased taxation. It also furnislu'd 
the capitalist class with a ready argumt'iit against strikes: the 
wages fund being a fixed amount, what one union gaiiu'd would 
necessarily be at the expense of anothi'r. 

This doctrine was closely relates 1 to the tende'iicy toward 
pessimism which was so common in the JOnglish ('lassical 
School, and its abandonment by tlu' headers of the school is 
significant as indicating a more hope'ful outleK)k. The^ downfall 
of the wages-fund thex)ry opeiit^d up a gre^ate^r place for human 
arrangements in the shape of social reform in distribution. 
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Tho two oliaptc'rs have concerned certain criticisms 

of the dominant (’lassicaj economics which ap])li(‘d not so much 
to the philosophical basis or the method pursued as to the cor- 
n'ctness of th(' r(‘asoning — th(* loj^ic. Oik* further line of crit¬ 
icism of this last ord(*r remains for discussion: oik* which has 
hecn so ambitious, so swe<‘pinji^, and, withal, so succ(*ssful, that 
it is W(*ll to s<‘t it a])art, and call it an att(*mpt at reconstruction. 

Down to about tin* middle of the* niiK*te(»nth c(*ntury, and 
somewhat b<*yond, tin* tvjM* of economic thought which was 
pr(*dominant in tin* h'ading countri(*s, hlngland and France, 
was ('(‘iitered upon objc'ctive plKuiomena, and built upon an 
idea of cost. It ti'uded toward an emphasis of the limitations 
of tlu* j)hysical eiivironnu'iit and of the (*\*pen.*<es of producing 
mat(‘rial goods. "rh(*r<* was consid(*rable analysis of psychic 
costs, such as labor pain and abstinence, but, in the applieation, 
costs b(*came tin* expefiflitures of the (‘inploying capitalist, de- 
})(*nding cliK'fly upon the available supplies of the factors of pro¬ 
duction. Then* was sonu* iliscus.'^ion of utility and much of 
d(*mand, but tlu* t(*ndency was to tn*at d(*mand as dependent 
upon obj(*ctiv(* mat(*rial conditions, such as population and the 
supply of capital. Value was considered by the dominant 
school to lx* (h'termined by ‘‘cost of production,” in the sense 
just mentioned. 

In viewing the struggle of man to gain a living from his 
])hysical cnvironnu'iit, the Ghussieal economists were chiefly 
concerned with the mat(*rial obstacles to production. Accord¬ 
ingly, they tended to make economic value a function of the 
cost — mostly labor — of overcoming these obstacles. 

At various points in the preceding images, attention has l)een 
called to evidences that the significance of wants, utility, and 
the subjective side of value gen(*rally, did not pass unnoticed. 
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580 HISTORY OF ECOXOMIC THOUGHT 

All the time, indeed, though the fact was not appreciated, a 
leading point of difference in economic thought lay just hen;. 
But the dominant schools everywhere were little disposed to 
dwell upon subjective aspects, and. psychology was slow in 
furnishing the basis for adequate analysis. Ib're, then, was an 
opportunity for reaction and even for a reconstruction of eco¬ 
nomic analysis. 



1. SUBJi:CTIVISM AND MARGINLSM 

Shortly lh(» ()|)(‘nin|; of the s(‘eon(l half of the nineteenth 
century, s<'V(‘ral factors comhiiu'd to occasion this reaction 
toward sul)jectivisin. '^Phe ('lassical economics sank into some 
disrepute! lHM*aus<‘ of tlu! narrowne^ss and doi^matisrn which 
d('V('loped in it: it fail(*d to adjust its(‘lf to times and placets. 
One r(‘ason for this fact was its on(‘-sid<‘d d<*|K*ndenc<! upon 
mate'iial and ol>j(*ctiv(! consid(‘ratie>ns, which caused an almost 
continuous succe'^sion of oppommts or critics to d(‘inand in 
on(‘ way or anotluM* that more* att<‘ntion 1 h‘ j^iven to sul)jective 
factors -to the' waut<, choice's, aiiel ve>litie)ns e)f man. Se)me 
dwe*lt upe)n the' sul>je‘etive‘ siele e)f value*, e'lnphasizing utility. 
Otlu'rs stre‘ss(*d maids e*e)ntre)l e)ve‘r i‘.\te‘rnal fe)rce*s of nature, 
or the* siguifie*aiu'e* e)f man-made* institutieins. 

PartieMilarly e*fTe‘e’tive* we*re the* Iliste)rical Sche)ol, with its 
criticism eif the* al)strae*t al).se)lutism e)f the* e‘xchan|i;e‘-value* e'co- 
nomie's, auel Se)e*ialism, with its eloctrine* e)f e*lass struggle and 
its e*.\tre*me* labor-cost the*e)ry e)f value*. Re)th .se*he)e)ls we*re* so 
extre*me* in the^ir attae*ks that a re*ae*tion fre)m the*ir the’e)rie*s was 
both invite*el anel fae’ilitate'd. d'he'ir criticisms, he)weve*r, were 
suflie*ie*ntly we*ll fe)unele*el te) ne*ce*ssitate* imi>re)vement in the 
pejsitiein e)ccupie*el by the* ('lassicists. Feir exam])le, Se)cialistic 
attae*ks, with the*ir e*\tre*me anel illeigieal application of the 
('lassk*al the*e)ry e)f value*, stimulate*el e*e‘e)ne)mic thenight te) a 
d('e*pe*r analysis: Marx’s the*e)ry ne‘e*ele*el re‘ce)gnitie)n of the i)art 
jilayed by utility fe)r its meist e*fTe*e*tive* re*futatie)n. 

Finally, it may well be surmise*el that the devele)pment of 
psycho-physie*s showed the way to develoj) the subjective 
analysis, or at le\ast calle'el attention te) its scientific validity. 
About the midelle of the ce'iitury, a physie)logist, E. H. Weber 
(1795“1878) gave to the world some investigations concerning 
the intensity and diiratie)n of sensations or mental facts.^ His 

' Seo Wagner’s HandwdrUrbuch dvr Physiohgiv, 1842-1843, Vol. III. 
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results were elaborated and expounded by Fechiier in 1860 
{Eletnente der Psycho-Fhijsik), and have become known to every 
student of psychology as Weber’s Law, or, sometinu's, Fech- 
ner’s Law. Observing that the greater the intensity of the 
original stimulus the greater must be the increase in stimulus 
in order to cause a perceptible difference in the resulting sensa¬ 
tion, these investigators framed a principle as follows: In order 
that the intensity of a sensation may incretise in arithmc'tical 
progression, the stimulus must increase in geometrical progn's- 
sion; or, to put it another way, within short periods, if the 
stimulus be continued in equal amounts, the intensity of a 
sensation is diminished. Such a principle, of course, necc'ssitates 
a scale of excitation- or stimulus-values, with minima and 
maxima of perceptibility. 

Here, then, was the basis and the model for a law of diminish¬ 
ing utility. The principle suggests a scalii of utilities, with 
an estimation of goods according to the intensity of the grat¬ 
ification-sensation of the last unit of consumption-stimulus. 

The significance of the last or marginal unit of stimulus was 
apparent, and naturally suggested the way to make definite 
the vague concepts of total utility which had prevailed. 

We have already noted that the idea of diminishing utility 
appeared in the thought of several early economists. More¬ 
over, it seems impossible to say just how direct is the relation 
between this development in experimental psychology and 
the analysis of Jevons and the Austrian School. Progress 
in one science, however, gets ‘‘in the air,” and soon in¬ 
fluences others. 


Nature op Subjectivism 

It will be well at this point to discuss briefly the nature of 
“subjectivism,” and its various manifestations in economic 
thought. 

Philosophically, subjectivism means an emphasis on the 
primary importance of the subject — the ego — and his atti¬ 
tudes. It is not to be confused with any particular psychology; 
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for one may be a siibj(»ctivist and still ronsider tlu? *^slll)jeet^s'’ 
psychoses to be determiiH‘d in oiw, way or in another. 

In economies, subjectivism has come to mean an ernpliasis 
of man, the siibj(*ct, as against those obj(»cts in his environment 
which ar(‘ scarce*, and an insist(‘nce that economic values are 
d(‘t(*rmine(l by human desir(*s. The subj<*ctive economist must 
hold that th(' value* of a good is not in any s(*ns(* intrinsic,” 
and that it is not an absohite quantity of anything — such as 
labor time. 

In i)ractice, the subjective economists make the human 
want the* ultimate* causal fe)rce in e^conomic life, and considet 
utility (which th(‘y may ce)nfu.se with “want”) to In* the mani- 
fe*statie)n e)f the* reflation be*twf‘e'n ge)e)els anel the wants which 
the*y gratify. The*y do ne)t de'iiy the re*ality e)f the e^bje*ct, or the 
existence e)f e)l)je*ctive value*; but tlu'y consider obje‘Ctive ])he- 
nome‘na as se*e*e)nelary and d(*|K*ndent upon the* subje*ctive. This 
stateme-nt, the truth of whie*h the*y may not realize cemsciously, 
is be)rne enit by the fact that the*y (’oiLsiele'r e*e*e)ne)mic value te) Ixi 
deterrnine*d l)y “re*ciproe*al ele*inand,” “ele*gre*e e)f utility,” e*tc. 
The'y all re\se)rt to a proe*e*ss e)f “imputation”; first the^y attribute 
subje'ctive value to an inqnitatiem (by the subjeH‘t) e)f utility' 
to an e)bject; then the*y “explain” certain objective valiu*s 
(e.g., capital goods) by imputing the value e^f one thing to an¬ 
other thing. 

In practie*e, te)o, the subjectivist is apt to be (1) a hedonist, 
a^id (2) one who treats cost or disutility as purely negative. 

As a hedonist, he considers pleasure tlie object of wants or 
desires, and assumes that men act in anticipation of pleasure. 
While the hedonist need not limit pleasures to the sensations 
which result from contact with material objects, the hedonistic 
economist is prone to do so, for he is dealing largely with ex¬ 
changeable “goods.” 

Since he is seeking to establish a “science,” he also seeks to 
measure degrees of pleasure, satisfaction, or “utility” (thus 
confusing “utility” with “pleasure”), and this leads him to 
treat pain, dissatisfaction, or disutility as being (1) separate 
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from, and (2) merely negative to, pleasure/^ This he does by 
reducing costs” to terms of pleasures foregone — “oppor¬ 
tunities” lost. And this, in turn, comix3ls him to make his 
“subject” a sort of “economic man” who chooses pleasure, 
and weighs alternative “uses.” 

Finally, the subjectivist is in practice generally driven to 
individualism, since he finds in the individual the seat of pleas¬ 
urable sensations and the faculty of deciding among alternative 
“utilities.” (It is very difficult to consider any ov(‘r-individual 
processes as an independent or decisive nnility.) Moreovta-, in 
dealing with diminishing utility and degrees of utility, and 
marginal or final utility, the subjective economist comes to a 
very definite focus on the individual. 

It should ever be rcmeml)ered that “marginism” must centcT 
attention upon “points”—upon differences and (h'grees — 
and that in this it is opposed to the us<' of “averag(*s” that Wius 
so common in Classical economic thought. In the last analysis, 
marginism is bound to find an individual, or a group com¬ 
pounded of identical individuals, whether it be at the margin 
of production or the margin of desire. 

In short, while a subjectivist may not be a hedonist (and if 
he is, may be an idealist), — and whih^ luj may consider cost iis 
coordinate with utility, and may even conjure up a “social 
mind” to supplement or control the individuars choices, — in 
practice such is not the case. The “subj(»ctive school” has 
sought to build up a market from individual choic(?s among 
“utilities,” and to derive market values from the rational sub¬ 
jective valuations of individuals. 

It should be carefully noted that subjectivism involves as¬ 
sumptions concerning the nature of the “subject” — the nature 
of man, and his relationship to his environment and to society. 

Classes of Economic Subjectivism: Mathematical 
AND NoN-MaTHEMATICAL 

In practice, two great lines of cleavage have divided the so- 
called subjective economists into different schools: (I) the 
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matlieinatiral (‘rononiists, and the noii-math(*matical, or ‘‘psy¬ 
chological’^ (economists; (II) thos(^ who give “cost'' an imi>or- 
tant plac(‘ in determining valii(‘, and those* who do not. 

(i) TIk* “math(‘matical school’' of subjective* (‘cemeiinists 
are*, as tin? name* implie's, given te) a large use* of mathe*mati(,*s; 
but me)n* e‘sp(*cially are* the*y charact(‘rize*el by a te'iidency to 
ti(*at (*e*onomic phe*ne>mena as (et) ca])able* of ejuantitative 
e*xpn‘ssion, anel (h) subject te) inele*pe*n(le‘nt v’ariations. Xe)t 
all (‘e'onomists who use mathe*matics have* b(*en subje'e*tivists, 
but the* typie*al on(*s have* be‘e‘n, including, as we shall se'e*, such 
me*!! as (Josseii, Jc'vons, Le*e)n Walras, Launharelt, anel Irving 
ImsIk*!’. l‘]v(‘n those* who, like C'asse*!, s(‘(*k to avoid ent(*ring the 
domain of philosojihy anel psycholeigy, will be found to proceed 
upein subje'ctivist (is}<ump(ii)ns. 

'riie* mathematical (*cone)mist e*ith(*r fore’c's all (‘coneunic eh*- 
te*nninants into a homoge*ne*ous e|uantitative feirm (anel th(*iv- 
fore* subj('ctiv(*), or (lismisse*s those* which cannot be* so tre*ate*d. 
He the*n posits certain “unknowns," and proe‘(*e*(ls to se*t up a 
luimlier of “eejuations." The*s(* e*e|uations if true, are always 
m(*r(* truisms, anel eons(*(|ue*ntly th(*ir solution is not causally 
significant. The* “(‘e|uation of exchange’' and the “quantity 
th(*ory'' of the* value* of mone*y are typical. 

Among the* mathe*malical e*cone>mists we* may distinguish 
(ei) the)se* who are* more* scie*ntific, in that the*y s('(*k laws of causa¬ 
tion, anel tlu*re*fe)r(? se*e*k te) avoid que*stie)n-be*gging assum|>- 
tieins. They go d(*(*p(*r than a nu*re mathematie'o-aea'ounting 
te'chnique*. (losse*!! and Je'vons illustrate the'se. Tlu*y are more 
phile)sophie‘al, and meire* aware of the problem of balancing 
costs anel utilities. Th(*se are to be distinguished fi-om (b) the 
more* pure*ly math(*matical e'coimmists who merely re'ason in 
cir(*le's with the* aid of symbe)ls and truistic equatieins, such as 
Walras, ("lusse*!, aiul Fisher (in part of his work). These men 
have an affinity for the; narrow I'xchange-value economics which 
has b(*en discusse'd in an e'arlier chapter. 

(2) The non-mat h(*matical subjective economists, or the 
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^‘psychological school/^ as they are sometimes called/ do not 
resort to differential calculus, and they use mathematics, if at 
all, for illustrative purposes. While they are similarly abstract 
and deductive, they confront the problem of causation more 
directly and frankly. They at least undertake to deal with the 
psychological difficulties involved in subjectivism. Thus they 
do not entirely lose sight of the fact that economics must dc'al 
with the human jicrson and his behavior. Th(\se iiicludt' tlu' 
bulk of the Austrian School, led by Menger, Wieser, aiul J^ohm- 
Bawerk, and such men as J. B. Clark and F. A. Fc'ttcT. (As 
already noted, Jcvons and perhaps Gossen w('re equally ‘'scicMi- 
tific^' but were affected by that particular kind of abstraction 
which attends the Mathematical School.) 

The second line of ch^avage referred to above, concerns cost. 
While not clear-cut, this is the basis of important diff(*r(Mic(‘s 
among subjectivists, (a) “Cost’' may be regard(‘d as “dis¬ 
utility" or “pain cost," and be treated as subj(‘ctiv('ly as utility, 
and coordinate therewith. This Gossen, at least, teiuhnl to do. 
Such an approach would make value result from a balancing of 
cost and utility. (6) Or cost may Ix' regard('d as s(x*ondary, 
subordinate, and dependent, as compared with utility. For 
example, the Austrian School subordinate cost by tn^ating it 
as a foregoing of utility, or as “sanctioned" by value, 
(c) Finally, cost may be completely ignored, and be eliminatt^d 
from the “equation," as the purely Mathematical School does. 

' This term is unfortunate, as it seems to imply some particular theory of 
psychology, although these economist.s, if they have any definite theory ol 
psychology, differ widely. “Costs” may also be “psychological.” What the 
term indicates is a common emphasis of the subjective. 



a. Earlier Developments in the Marginal-UiUity 
( \meepl 

('HAFFER XXX 

GOSSEN, JEVONS, WALRAS, AND THE 
MATHEMATICAL SCHOOL 

Thr (lovol(>pm(‘nt of the marginal-utility analysis in value 
th(X)ry is eominonly jissociattnl with th(‘ nanu^s of Jcwons and 
of the momlxTs of tlu^ Au>trian School. But, both in the con¬ 
cept of tht‘ margin and in th(‘ (mipluisis of utility and (hmiand, 
thcs(» m(Mi wore anti(*it)at(Hl. As is usually tho ease, tlu're were 
fonTuniK^rs. 

First Developments. — Not to dwell u{X)n such sugges¬ 
tions as may 1)(‘ found in tin* writings of (laliani, BarlHui, and 
oth(‘r>,' th(‘ French writcT, Condillac, must he especially nKui- 
tioiK'd both b(‘caus(' of his clear statement and his consuhTable 
inHu(MiC(‘. (’oiulillac statcnl that value (h'peiuls upon wants, 
being less in the thing itself than in the estimate we form of it. 
*‘A thing does not have' valiu' bevausi' of its cost, as some sup¬ 
pose'; but it costs Ix'cause it has a value'.'Fhe' true value' of 
gooels varie's acce>rding to the' intensity e)f w-ants and the supply 
of goexls: - assuming exiual utility, it varie's according to our 
estimate's of mretc or abundance. 

Jere'iuy Bentham, famous in English jurispnidenco and 
political philosophy, suggested the idea when he wrote: “The 

' Turcot, Genovesi, nernouilli. 

* Ar vomtmrcc it le younr«tmr/if consiii^r{s rvtntivi'mcni Vun d Vautrv, Paris, 
177e). Soo p. 11 of 0(1. of ISO.’}. “ Now since tho value of thini^ is founded ui)on 
the want, it is natural that a more keenly felt want Rives to thiiiRs a Rroater 
value. . . . The value of thiiiRS increases with scarcity and decreases with 
abundance. In abundan(’e it^could even decrease to nil. \ superabundant Rood, 
for example, will be without valtio whenever one cannot make use of it, since 
then it will be quite useless.” 
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greater the quantity of the matter of property a man is aln^ady 
in possession of, the less is the quantity of happiness he re(*(uves 
by the addition of another quantity of the matter of propc'rty, 
to a given amount/^ ^ 

Also noteworthy in this connection are the English writers 
Craig, Longfield, and Lloyd. John Craig in 1821 d('V('lopcd 
the significance of utility in value determination in an original 
way, analyzing the utility of a good into difTen'ut strata which 
come into play as supply is increascMl.'^ Hut LongfiiJd (1883) 
had a clearer expression of the marginal idea as applic'd both to 
utility and cost: to him market pric(' was ‘^nK^asun'd by that 
demand, which being of the least intcaisity yet l(‘ads to actual 
purchases.” ^ In the following year, W. F. Lloyd publishc'd a 
most remarkable Lecture on the Notion of Value. \'alue, h(» 
reasoned, may be defined as the estinmi in which an obj(‘ct is 
held. Although human wants an' varied and no limit can \)o 
assigned to their devc'lopment, yet, for any specific object, an 
increase in supply will bring satiety and valiu' will vanish 
(p. 10). Lloyd says: ‘4n its ultimate sense, valiK' undoubtedly 
signifies a filing of mind which shows itsc'lf always at the 
margin of separation between satisficed and unsatisfied wants.” ^ 
The claim of this Englishman to thc' distinction of first ckearly 
explaining value in terms of marginal utility seems strong.^ 

At about the same time, a Frenchman, Auguste Walras, in 

' Works, IX, IS (Eflinhur>?h, 1843). Sec atx)vo, p. 2IS 

^Remarks on Political Economy, p. 4. “. . . if more is now to be clisposed of. 
it must be to those who did not reckon its utility e<iuivulent to its former costs. 
New purchasers indeed will appear in proportion to the reduction of pri<*e; be¬ 
cause at every step of the decline it is brouj^ht down to the estimate which an 
additional number of persons had formed of its power of producin>< gratification, 
or, in other words, to their estimate of its value in use.” 

^ Lectures on Political Economy, p. 113. On LonKfi(*ld see Canaan, History of 
Theories of Production and Distribution, and SeliK^nan, Some Neglected British 
Economists. 

^ Pp. 12-16. Lloyd takes a now familiar illustration in the shape of a hungry 
man and successive ounces of bread, and clearly distinguishes “abstract” (total) 
utility from “special” (marginal) utility. He compares diminishing utility to the 
decreased pressure of a spiral spring as it uncoils! 

® Lloyd appears to have been “discovered” in recent times by Professor T. S. 
Adams. See his article on “ Index Numbers” in the Journal of Political Economy, 
December, 1901, p. 19. 
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studying the basis of propc^rty rights, reached the conclusion 
that value arisi^s from the rarete (relative scarcity) of objects 
which have utility. * He argued that value is the relation between 
the quantity of a good and th(? sum of the eff(K?tive ncKxis for it, 
in oth(‘r words, its mrete. He failed, however, to develop the 
idea of d(»gnH\s of utility and the marginal analysis. It Is of 
interest to not(' that a countryman, Augustin Cournot, soon 
publisluHl a work * which, wliile not dev(*loping the idea of 
marginal utility, did bring out clearly the relation between 
incn'iiKMital variations in (juantity of goods and those in prices. 
(\)urnot\s work would thus tc^nd to supplement that of A. Wal¬ 
rus, and in any evt^nt was pioiK^ering in the field of mathematical 
economics and marginism. 

The (lerinan, 'rhonnis, has often been overlooke<l in this 
comuH'tion. In his Thcorie des Verkehrs (1841), however, he 
v(*ry cl(‘arly statics th(» main id(‘a of th(‘ modern subjective 
th(s)ri('s of vaiu(': \'alu(* dc'pc'uds on estimation, and for estima¬ 
tion then' must be not only an object, but a subject who eval- 
uat('s. Valu(' (k'pi'iids upon the stn'iigth of dt'sire, and price 
upon a ('ompari'^on of the ('stimations put by the partit's to an 
exchange' u()on their goods. He expresses the idea of a scale 
with uppe'r and lowe'r limits {(ireiizen).^ Thomas, however, 
scH'ins not to have' thought it nm'ssary to enter into the minute 
psychological analysis chara(*teristic of the moilern marginal- 
utility thinki'rs. 

Similar idc'as were soon advanced quite independently by 
a Ere'iich ('iigiiKH'r nanu'd Dupuit.* He wrote that “goods 
have a utility not only for each consumer, but also for each 
want for the satisfaction of which they are employedand 
seems to have clearly grasped the concept of final or marginal 
utility. 

Finally, Senior should also be mentioned as a forenmner; and 

* Dc la tuUure dc la richesse ct de Voriginr de la valvur, Paris, 1831. 

* Rfcherchca stir Ics princifyi'S vmtMmaltques de la theorie dra richeaaea, 1S3S. 

* Thvorica dca Verkehrs, pp. 16, 25, 06. 

* Dc la mraurc dc I'utility dea travaux pablica, 1844; Vinfluence dea p^agea aur 

ViUilitfi dea votes de communication, 1849; “Utility,” Jr. d\'con., July, 18.513. 
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Banfield and Jennings, to whom Jevons himself expressed in¬ 
debtedness, should not be forgotten. 

The first writer, however, who developed the ideas now under 
consideration, and centered a more or less comprehensive sys¬ 
tem of economic theory in them, was Gossen. 

Gossen. — Hermann Heinrich Gossen (1810-1858) was one 
of those unfortunate geniuses whose work fell upon deaf 
ears and unseeing eyes. Yet, although his book was all but 
forgotten and unknown, so clear and important was his con¬ 
tribution to economic theory that a few pages should be devoted 
to him. 

Gossen’s book, Die Entxvickelung der Gesetze des memchlichen 
Verkehrs (Developnu'ut of the Laws of ICxchange among Men) 
was published in 1854 at Brunswick. The author stat(‘s that 
it is the result of twenty years of meditation; that what CopcT- 
nicus had done in founding the physical laws of the universe', 
that he, Gossen, had done for human society, — though some 
metaphysical Kepler or Newton might bo needed to fill in the 
outline and determine the precise application of his force's. The 
confusion which existed in economic doctrine, he coiice'ive'el to 
lie in the absence of mathematical tre'atme'iit: to deal .scientif¬ 
ically with complicated forceps re'quire'S mathematie*s. He' eve'n 
suggested that while it is not now po.ssible^ to me'asure absolute 
quantities of .satisfaction, comparLsons may be made by ge'e)me‘t- 
rical principles, and measurements of unknown quantitie's 
arrived at, just as distances are computed in astronomy. It 
may be said that his book is an attempt to put ccone)mi('s on 
an exact, mathematical basis. 

The philosophy is essentially utilitarian and hedonistic. But 
the broad goal of a greater sum total of human happiness is 
constantly kept in view. 

Gossen at once proceeds to develop a law of decrease in 
amount of satisfaction, using the common geometrical figures 
with their ordinates, abscissae, and curves. From this law he 
derives the following principles: — 

(1) ''There is a manner of enjoying each satisfaction, chiefly 
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dopondent upon th(? frequency, according to which the sum of 
th(‘ man's satisfaction reach(\s a maximum. If this maximum is 
reaeh(‘d, th(‘ sum of the satisfaction will be decreased by a more 
frequent, as W(‘1I as by a less frequent, repetition." 

(2) “The man who has the choice of several satisfactioas, 
but whoso tiling is not sufficuait to procure all completely, in 
ord('r to attain the maximum of satisfaction must — however 
the absolute amounts of tlH‘ .satisfactions may differ—partly 
enjoy all, (‘ven before he has comph^tely enjoy(»d the greatest 
OIK'; and this [must lx*] in .such proportions that at the moment 
his consumption cc*as('s the amount of ('ach satisfaction is the 
sam('." 

(3) The possibility of incnnising the sum of the satisfactions 
of lif(*, ('V('n uiuh'r j)r(‘S('nt conditions, exists when a new .sati.s- 
faction, b(‘ it in its(*lf ('V(*r so small, is di.scovered, or when one 
alrc'ady known is (‘xt(Muled.^ 

According to (los.sen, things have value in proportion as they 
yield .sati.sfactions or enjoyments. On this basis, commodities 
may b(* divid'd into thn'e clas.se.s: first, those' which have all the' 
])roperti('s for yielding satisfactions, that is, consumers' gcx)ds, 
or (fcnws.'fnnttelj as he calls the»m. Ne'xt come “goods of the sec- 
onel e*la.ss," comprising those* in whie*h the union of all the prop- 
ertie's for comple'te enjoyme'nt is lacking, as, for example, pi|>es 
and ove'iis and othe»r comple»mentary goods. Finally, pnxluc- 
tion goods are* distinguishe'd. These embrace land, machinery, 
etc., and have an indirect value due to their ability to produce 
goods of the' otlier classes. (He develops a theory of im¬ 
putation.) 

“With increase in quantity, the value of each added unit 
{At()7n) must undergo a continuous decrease until it sinks to 
nil." 2 Thus, goods which yield only one satisfaction have 
their consumption limited by time, or the number of units 
consumed. As to a complex of goods: “If his jx)wers are not 
sufficic'ut to produce all possible means of satisfaction> man 

* Gi'setze tlrs menschlichcn Verkehra^ p. 21, 

* Ibid., p. 31. 
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must produce each one to such an extent that the last unit of 
each has equal value to him” ^ 

But, meanwhile, what of costs? Gossen hero stat(\s that 
different goods require different degrees of exertion for their 
production, “and the value of the things produced thereby will 
naturally be diminished in the same degree with the estimation 
of the difficulty, as such/’ 2 draws a diagram lik(' the ac¬ 
companying figure, and 
^ concludes that “the 

value reaches a maxi¬ 
mum when the quan- 
tity ad is prodiiet'd, i.e., 
when the production is 
carried on so long that 
_ j_ ^ ^ difficulty and the 

value are equal.” ^ It 
follows that in ord('r to 
obtain a maximum of 
satisfaction, men have to divide their time and energy spent in 
procuring different satisfactions, so that the last unit of any one 
satisfaction is equal to the amount of difficulty or disutility 
which would be caused if that unit were produced in the last 
moment of exertion, i.e., at the margin of disutility.'* 

Nor does Gossen let wants or desires go without some analysis 
along the line of difference in elasticity, etc. He distinguishes 
“needs” {Bedilrfnisse) from luxury or pleasure desires, the 
former being those which cannot be trenched upon without 
bringing economy in other satisfactions; ® and he notes some 
of the results which flow from the fact that men differ m their 
purchasing power. 

The conclusion is that this obscure German anticipated 
much of recent development in ecoiiomic theory. The sub¬ 
jective side of value, wants, is emphasized; the marginal utility 


» Ibid., p. 33 
* Ibid., p. 38. 
*Ibid., p. 39. 


*Ifnd., p. 45. 
^Ibid., pp. 135 ff. 
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idea of value determination is formulated; and this is brought 
into correlation with the margin of disutility. And his classifica¬ 
tion of goods into different orders or chusses is suggestive of 
AI(?nger\s thought. All this he did, to say nothing concerning 
his devc'lopment of mathematical imdliods of presentation. 
Piahaps the lack of ('l(‘gance and clarity in exposition may 
account for a ])art of the lu'glect accorded him. The chief gen¬ 
eral criticisms s(M'm to lx* his lack of system in presentation, and 
a failure to (l(*al adexjuately with market price. 

Jevons.—Some seventeen years after the appearance of 
Goss(mi's hook, yet (piiti* indei)endently, the English economist, 
Jevons, worked out similar idejis, and along similar lines. In an 
introduction to a collection of his essays anotluT English econ¬ 
omist, and on(‘ whos(' opinion luis no small weight, says: 'T^ut I 
do not think it too much to say that the future historian of the 
sci(‘nc(» . . . will trace the main sources of its advance in the 
writings of four mcMi, each of mark(‘d gcMiius — Petty, Cantillon, 
Ricardo, and Jevons; and of the.se four, the name of Jevons . . . 
will not, I think, rank last in ordtT of fame.’^ * Though the 
words, ‘^main source's/^ make the stateihent an e.xaggeration, it 
has its eleiiKMit of truth. 

William Stanley Jewons was lx)rn in Liver]X)ol, England, in 
the year 1835. II(' was a shy and thoughtful man, much given 
to introsp(‘c(ion, and possesscnl of a very inquiring turn of mind. 
He attend(Hl University Colh'ge ScIkk)! and University College, 
Ixnulon, and in 1854 was made as.say(T of the mint at Sydney 
in Australia. Returning, he became successively lecturer and 
prof(\ssor at ()w(mis Uolh'go, and professor at University College 
(1876-1880). His untimely death in 1882 came by drowning, 
and men have always regarded it as a great loss to economic 
thought. 

Jevons brought into the development of English economic 
thought more of the spirit and discipline of pure science than 
any pnxlecessor. Ho was no moral philosopher” or retired 

* Koxwoll, p. xliii of introduction to Jevons’ Investigations in Currency and 
Finance, 
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business man or busy lawyer or social reformer. He was a 
social scientist who specialized in economic phenomena for the 
sake of ascertaining the laws which govern them. He was 
frankly a theorist. He sought the truth concerning fundamental 
principles, no matter where it might lead; and in his qu(\st, 
he used the methods and technique which charact('rize the 
scientist in any field, and which are apt to be most highly de¬ 
veloped in academic life. 

Though he wrote sev^eral books and numerous essays,' his 
Theory of Political Economy^ published in 1871, will be mainly 
considered here. 

Jevons’ political economy, while treating of the wealth of 
nations with the purpose of teaching how the poor can be made* 
as few as possible and all be well paid for their work, inquires 
how wealth may be best consumed. Consumption he gives a 
distinct place, and puts it before production and distribution,^ 
in this departing from the practice of Mill and the Classical 
economists in general. 

Thus wants, and their satisfaction by utilities, are empha¬ 
sized. ^^The most important law in the whole of political (econ¬ 
omy is the ‘4aw of variety^' in human wants: each separate 
want is soon satisfied, yet there is no end to wants. (Note' the 
idea of indefinite expansibility!) Banfield is quoted with ap¬ 
proval as saying: ‘^The satisfaction of every lower want in the 
scale creates a desire of a higher character.” A “law of suc¬ 
cession of wants” is also suggested, and is roughly illustrated 
by a range of utilities shading from air down through food, 
clothing, and lodging to amusements. 

Jevons employs the word, “utility,” “to denote the abstract 
quality whereby an object serves our purposes.” He does not 

1 The Coal Question (1865). 

Theory of Political Economy (1871). 

Money and Mechanism of Exchange (1876). 

The Stale in Relation to Labor (1882). 

Methods of Social Reform. 

Investigations in Currency and Finance. (■ Posthumous* 

Logic. 

* See Primer of Political Economy, 
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allow moral considerations to center; mere pleasure and pain are 
the idtimate objc^cts of the calculus of political economy. 

H(? KO(\s on to point out that utility is not inherent.* It is 
r(‘lativ(* to wants, and too much of a good brings disutility. 
Utility d('creii.s('s as the quantity increases. There is thus a 
differc^nce b(*tw(‘('n total utility and degree of utility, the d(*gree 
of utility of succt^ssive units decreasing while total utility in¬ 
crease's. 

‘^Tlu're is a (*ertain s<*nse of estmn, of desirableness, which 
we may have with n'gard to a thing apart from any distinct 
consciousness of th(' ratio in which it would (‘xchange for other 
things. 1 may sugge'st that this distinct fc('ling of value is prol> 
ably identical with the final degns* of utilit}'. While Adam 
Slnith^s oftc'ii ((uote'd value in use is the total utility of a com¬ 
modity to us, th(' value in exchange is defiiuxl by the terminal 
utilityf th(' nsnaining desire which we or others have for pos- 
S(\ssing inore.’^ 

This final th'gnn' of utility is the degnn' of utility of the last 
or th(' lu'xt possible addition to a stock. It is the now famous 
t<*rm with which J(‘Vons designated what we ordinarily call 
marginal utility. By it, exchange value is determin'd: “The 
ratio of ('xchangt' of any two commodities wilt be th(‘ reciprocal 
of the ratio of the final degnn' of utility of the quantity's of 
commodity available aft(*r tlu' I'xchange is completini.'^ In fact, 
“The final degrcH' of utility is that function upon which the 
whoh' Theory of Economy will be found to turn.” ® To illus¬ 
trate, take wat('r. Wati'r has no value, for we have so much of 
it that its “final utility” is 0. But let the supply run short 
through drought, and we begin to feel a higher degree of util¬ 
ity, — and value comes into being. 

Like Gossen, Jevons concludcxl that in consumption the 
tendency is to equalize final, or marginal, utilities. 

He makes some further analyses: such as the distinction be- 

' Theory of Political Economy, Chap. Ill. 
p. 157. 

• Ibid., p. 01. 
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tween actual, prospective, and potential utility; and the in¬ 
dication of three dimensions in utility — quantity, ch'gree, and 
duration. He points out that the time element, too, must be 
allowed for, as an element of uncertainty. In this connection 
he undertakes to apply the idea of final degree of utility not only 
to current choices, but also to future choices — to the proc('ss 
of discounting the future use of goods. He emphasizc's the fact 
that in appraising goods now, men consider not only th(» dura¬ 
tion of the period during which they will be consunuHl, but 
also the degree of certainty that consumption will b(' possibl(\ 

In developing his ideas Jf'vons endeavorcKl to work out a 
theory of objective cxchaiig.^ value by applying niath(*matics. 
He argued that we do not need to employ units of nu‘asur(‘nuMit 
for quantities of feeling, because the individual mak(\s din'ct 
comparisons in his mind. He does not assume that we can 
measure the utility of the last unit of a good, as a quantity of 
pleasure. He would deal only with Halations — the ratio of final 
degrees of utility. His concept is of a ratio b(*tw<MMi (1) the 
changes in utility of a good and (2) tlie change's in the' nuinlK'r 
of units of the good. He would thus avoid the' as.sumptie)n e>f 
an exact quantity of pleasure at the margin, and at the .same 
time would provide a homogene'ous basis for ce>inparing the 
relative importance of all sorts of ge)ods. This is an outstanding 
point in his theory. 

In this way, Jevons deals with the difficulty that eviTy mind 
is inscrutable to every other mind, and cons('<juently ne) comme)n 
denominator is to be found. This difficulty he endeavors to 
escape by turning to the ‘^aggregateof individuals, arguing 
that ^Hhe laws which we are about to trace out are to be con¬ 
ceived as theoretically true of the individual; they can only be 
practically verified as regards the aggregate transactions, pro¬ 
ductions, and consumptions of a large body of p(H)ple. But 
the laws of the aggregate depend of course upon the laws apply¬ 
ing to individual cases.’' ^ 

He then works out his formula, based upon the ratio of final 

^ P. 62. Note the individualistic point of view implied. 
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doji^roos of utility, for explaining the determination of exchange 
value's, with which values, regardenl jis mere ratios of ex¬ 
change’^ Je'vons was primarily conceriKxl. It is as follows: 

01 (fl - X) ^ y ^ 02X 

01 .V X 02 - y) 

This may be ^‘translated,’' as follows: 

( inar^. iitility\ Aiuantity availabkA quantity of 

of corn to a) Vaff(*r <*xchaiigc / _ beef exchanged 

( niarg. utilityX /(plantity of \ (quantity of 

of bcH'f to A / \beef excliangetl / corn exchanged 

( inarg. utilityX /corn \ 

of corn to H) \exchanged / 

( rnarg. utility X /(piantity availableX 

of beef to B ) \after exchange / 

Jevons says that the only unknowns in this equation are 
X and //, i,('., th(' (luantitu's of the two commodities exchangtHl. 

(2uit(‘ naturally Jt'vons attackcnl tlu' labor-cost theory of 
valiK', and, for that matter, all cost th(H)ries. His l)rief nins 
souK'thing as follows. In tlu* first place, many valuable things 
an' not n'producilih' at any cost; hc'ma' all such gixxls are not 
sul)j(H*t to a costHwplaiiKxl valuation, and a cost tlnnirx' is at 
Ix'st partial. Again, th(' facts .show that market values generally 
fluctuate' (‘ith(*r abovi' or Ih'Iow cost, seldom (Xiualing it. Finally, 
then' siH'ins to bc' litth' n'lation betw('<'n the quantity of labor 
expendiHl and tlu' ultimate value of the pnxluct. Take the 
GiX'at Kast('rn sti'aniship, kyr example. In spite of its cost, 
what is its value whi'n it is found impracticable to u.se it? In 
short, ‘Tabor once spt'iit luvs no influence on the future value 
of any article;” ' its value on the contrary rises and falls 
according to th(' degree of its utility. 

The obvious reply to Jevons is that this decree of utility de¬ 
pends partly \ipon supply, which in its turn is subject to limita¬ 
tions of cost. Indeed, Ji'vons himself goes on to admit that labor 

‘ Theory of Pol. Econ.^ p. 169. 
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plays a part as a determining circumstance, reasoning that labor 
affects supply, supply affects degree of utility, value depends 
on degree of utility. This appears to bo virtually an admission 
that the case for utility is overdrawn. 

Jevons has been further criticized in two matters of impor¬ 
tance: first, he confuses demand price — what marginal pur¬ 
chasers will pay-' with marginal utility, appan'iitly assuming 
that the relations of the two to value are the sanns * and, in 
the second place, he is guilty at points of substituting the idea 
of social utility for that of individual utility, leaping the gulf 
which lies between the utility scales of different rnen.^ 

In his theoretical writings, Jevons^ method was dediudivo 
and mathematical, and, indetKl, his conception of political econ¬ 
omy was not dissimilar to that held by Henior, whom h(* eitc's 
with approval. He believed, as Gossen had believcnl, that eco¬ 
nomics can and should l)e a science, and that th(' mathematical 
method is necessary to make it so, — a necessity inherent in the 
measurement of pleasures and pains. 

* See, e.g., Marshall, Principles, Bk. V, Chap. XIV, note. 

* See, e g.. Theory of Pol. Eron., pp. 01, 00. 

3 .lev'ons’ other economic theories may be briefly noted, tvs follows: 

One of the notable services of Jevons was his work ns a statistician. Here ho 
showed marked ability, powers of analysis an<l imagination being happily com¬ 
bined. His countrymen, Petty and Malthus, ha«l made use of statistics, but with 
inferior data and less natural acuteness. Jevons had that peculiar gift of detect¬ 
ing likenesses and difTerences — of di.scerning “Movements” — in masses of 
data, w'hich is essential to the statistician. His chief work w'as in the field of 
prices. Here he detected monthly movements, yearly movements, — in the 
autumn, — periodic movements due to crises, and longer cycles resulting from 
changes in the value of money. His famous hypothesis concerning the relation 
between industrial depressions, and the periodic recurrence of sun spots will bo 
familiar to most. 

It is to be regretted that so acute an obs(irver should have failed to show tho 
deepest insight in dealing with the labor problem. Starting from tho premiso 
that the wages of workmen are “tho value of tho goods produce^!, after tho 
necessary rent of land and interest of capital have been paid” {Primer, p. 04), 
he concluded that strikes are folly, that to decrease hours would result in de¬ 
creased wages, and that the objections of trade unions to piece work wages aro 
absurd, — “for men must generally lie supposed capable of taking care of their 
own health.” It is but to be remarked that a prepoiuleram*o of the best economic 
thought would not accept these conclusions without essential cpialifications. 

Though his labor doctrine smacks somewhat of Inisser fnire, it is one of Jevons’ 
merits to have thrown light upon the relation of state to industry. In his SPite 
in Relation to Labour he shows that, while the presumption is perhaps in favor of 
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Walras. — L^on Walras (1834 1910) is another economist 
who was slow in gaining r(KM>gnition, and whose fame has suf- 
f(‘red from no fault of his work, but from causers ext(?rior to it. 
His Elements (Veconomie politique pure (Mlcmn^nts of Pure ICco- 
nomics) was pul)lish(Kl in 1874, thus shortly following the w’orks 
of Jevons and M(‘ng('r. His thought was undoubtcnlly inde¬ 
pendent, howc‘V(‘r, and h(‘ hiins(»lf n‘eomm(‘nds Jevons' book as 
eompksiKMitary to his own. Hc‘ eonstrueted a more complete 
syst(mi bas(Hl upon mathematical analysis than did Jevons. 
The establishm<‘nt of tli<‘ Mathematical School may be <lated 
from Walras, for, tlu)Ugh he was pn^cf^thn^l by (.Murnot, his 
work was much mon^ ccHuphde and systematic. 

To some (^\tent, like Sf'iiior, (lossen, and Jevons, Walras 
sought to mak(' (Economics an abstract sei(MU‘e, distinguishing 
pure economics from appliinl (H'onomies, on th(‘ on(‘ hand, and 
from .social economics on the' oth(‘r. Truth, h(‘ h<4d, rather than 
th(' useful or th(‘ good, should th(‘ goal. In his opinion, (‘con- 
omists had givcMi too much attcMition to exc(‘ptional case's, such 
as old mast(‘rs' picture's. 

His gre'at obje'ct was te> e'xpe)unel a mathe'inatie'al thee)r>' of 
exchange, and it is e)n the .se'cemd part e)f his b<K)k, e'utitled 
“Mathe'inatie'al Tlie'eny of J’]xe'hange''' that inte'ivst is te> be 
chiefly e*e'nt('re’d. Te) ae'hie've' his e'lui, he' assume's a pe'rfe'e't com- 
pe'tition such as might obtain in the* Bourse, and, like' Say, makes 
the' entre'pre'iie'ur, re'ce'iving and elistributing payments fe^r “pro¬ 
ductive' .se'rvice's,” the ce'iite'r e)f the' scheme. He lU'glects the ac¬ 
tion e)f im])ulse's, anel, afte'r the fashion of the lu'demist, ompleiys 
the' ge'iu'ral hypothe'sis e)f e'xe'hange's between ])arties who sei'k in 
exchanging to secure the greatest possible satisfaction of their 
de'sire's. 

Social wenilth, as defiiuxl by him, consists of all things, mate¬ 
rial and immaterial, which have utility and are limittKl in quan- 

iiidividual freedom, yet happiness must 1 h' the ultimate test. Four eases are dis¬ 
tinguished in which the state may properly interfere: (1) whore numenais 
scattered operations require such interfen'iico for their U'st cotmiination; 
(2) when the processes involved are of a routine character; (3) where tho work 
is under tho public eye; and (4) where little capital is involved. 
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tity. The amount of the value of external things is proportional 
to the amount of satisfactions they bring us. There is no clin'ct 
or immediate relation between supply and price; but such a refla¬ 
tion does exist between price and demand, and the demand cuiwe 
depends upon this relation. The cause is intensity of utility. 
And where two commodities are concerned the demand curve 
depends upon the relation between the intensity of utility of the 
one commodity and that of the otht'r. The price, then, where 
neither of the commodities entering the exchangi' is valii(ft(fss, is 
such that the intensity of the last want satisfied is the sann* for 
each. 

For Jevons^ ''final degree of utility— and Gossen's Werth 
der lezten Atome —Walras uses the rarcte^ which he d(‘fines as 
"the intensity of the last want satisficed.^ Exchangee valu(\s are 
proportional to raretes. Two ccnninoditicfs bc'ing giveen, for in¬ 
stance, if the utility and the quantity of one*of thee two com¬ 
modities in respect to one or more (exchangers varices, so that the 
rarete varies, the value of that commodity in relation to the 
other, or its price, will likewise vary. 

In some respects Walnis^ rarete appears to be a truer conccept 
than the common notion of marginal utility; for, in deefining it 
as depending on supply and utility,-' he givers clcear rcfcognition 
to the fact that supply limitations are includcMl and exprc*sscHl 
in it. It would not be difficult for both cost and utility thcforists 
to approach some agre(3ment with Walras^ formula, according 
to which utility and supply, working in obcHlicMice to thee thceory 
of maximum satisfaction, det(‘rmine the demand cuiwc^ from 
which, positing the law of a single price for the market, comces 
price. ^ 

It is to be emphasized, however, that rarete is subjective. 
Like his fellows of the mathematical-utility school, Walras’ 

^ Economic politique pure, p. 101. 

* Walras expresses indebtedness to his father, Auguste Walras, who used the 
word rarete, and defined it similarly. Sec De la nature de la richesse et de Corigine 
de la mleur, Paris, 1831. M. Walras, senior, did not work his ideas out with 
breadth or clearness, however. 

* j^con. pol. pure, p. 99. 
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theory is based upon the assumption of a direct relation between 
demand and price and tin; absence of such a relation between 
supply and pric^e. 

In contrast with Gossen, Walras treats with notable clearness 
the subj(H*t of mark('t values; and he goes beyond Jcvoas in for¬ 
mulating his exchange (sjuations for dealings in any number of 
commodities rat Iks* than two atone. ‘ 

Nc.v(‘rtlawless on<‘ puts down the *‘pure political economy^' 
with the fe(iing that little if aiivthing has Ix^ai addcxl to real 
knowiedg(\ What boots it that ‘^the effective demand or supply 
of OIK' good in terms of another is t'qual to the effcH'tiv'c supply 
or (hanand of the other multipluHl by its price in terms of the 
first good’^? Otlu'r ('conomists had stated that demand eciuals 
supply! 

Instead of seeking causes, he sets up a number of simultaneous 
equations (xpial to the num!)er of th(> unknown(prices), and 
proccM'ds to turn the' crank. Starting from the obvious and ques¬ 
tion-begging (M|uation, demand for a X value of a = supply of 
b X value' of h/* \\'alras draws cuiw es whe>se axes are (1) quan¬ 
tity e)f a give'n gooel de'inande'd at a given price, and (2) prices 
of the' give'll good in te'rms of another good: his cur\'e “gives the 
quantity e)f a I'fTe'ctively de'mandi'd, lus functions of the price 
of a” Finally e'eane's the italieizexl state'inent: “Tw'o giKnls being 
give'll, in oreler that the're be exiuilibrium, eir a stationary price 
of OIK' in te'rms of the' eitlu'r, it is iK'ce'ssary and sufficie'iit that the 
effee!tive de'inanel eif e'ach eif the' twe) goods be e'qual to its effective 
supply (ojfrc). Whe'ii that e'quality de>e's not exist, in order to 
re'ach an e'quilibrium price there is nee'e'ssary a rise in the price 
of the geieiel eif which the e'flfex'tive' demand is gre'ater than the 
effective supply, and a fall in the> price of the one wiiose effe'ctive 
supply is greater than the effe'ctive demand.” He uses a formula 

' For a l>rief statement in FnKliah of Walras* mathematical theory of the 
determination of prices, st'o .l/oi. Amtr. Actul, III, 45-04 x (1892). Walras* 
problem is to represent the determination of prices of commodities in gcuioral — 
all commodities— while recognizing that these prices are interdependent. The 
idea is that with the aid of a number of equations e<iual to the numl)er of “un¬ 
knowns” a theoretically soluble problem exists. Aside from the ipiestion of 
causation, however, there is the fact that in reality the data are not available. 
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which is practically identical with that shown on a proc-ading 
page in the discussion of Jevons. 

Cassel. — From L^on Walras, we jump ahead to Gustav 
Cassel,^ the Swedish engineer turned economist, who has do 
veloped Walras^ theory, and applied it more broadly to distribu¬ 
tion and money. It is true that Cassel aims to (eliminate the old 
theories of value, and rejects the theory of marginal utility as a 
solution of the problem of value. But ho really puts nothing in 
their place, his thought being so to limit the scope of economies 
as to avoid the problems of causation. If he w(u*e to go into the 
matter, he would doubtless be driven to some similar form of 
subjective marginism. He adopts an abstract matlK'inatical 
procedure, assumes the existence of value and prices, and con¬ 
structs demand and supply schedules consisting of quantities 
which depend upon price. His theory is at bottom essentially 
the same as that of Walras or Jevons. He resorts to an idea of 
scarcity similar to Walras^ rarete. 

In fact, CasseFs rejection of marginal utility seems to be a 
frank attempt to limit economics to an empirical dealing with 
exchange ratios among objective quantities, menJy taking util¬ 
ity and subjective value for granted. He seeks to ex{)lain eco¬ 
nomic phenomena by the single principle of “scarcity.In 
doing this, he assumes and takes for granted (1) limitc'd supply 
and unlimited wants, (2) the necessity of exchange, and (3) the 
function of price in balancing supply and d('mand. He accepts 
observed movements in price in lieu of a theory of value causa¬ 
tion. 

In developing his theory, C'assel adopts the device of first 
assuming '^simple^' cases, and then introducing the complica¬ 
tions. (1) He begins by assuming that supply is a fixed and 
known quantity of goods, and argues that, when the prices of 
all goods are fixed (by using a set of simultaneous equations), 
the demands of consumers can be known.^ Demand is made a 

^ Cassel’s theories are found in his paper on Outline of an Elementary Theory of 
Prices (1899), Nature and Necessity of Interest (1903), and Theory of Social 
Economy (1918) (English edition, 1923). 

* Theory of Social^ Economyt p. 136. 
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function of pric(i or pric(‘.s, and is expressed in quantities of 
goods. (2) He lu^xt assum(\s that supply consists, not in a quan¬ 
tity of goods, but in a fixed quantity of the factors of production. 
The prices of tluj factors of production are then suppos(»d to 
equal the pric(\s of th(‘ goods into which they enter through 
production. (3) II(* then introduces money. The purchasing 
power of consum(‘rs is said to be dcTived from th(‘ir participation 
in the processes of produ(*tion; their incomes n'pnvsenting the 
total of pric(*s paid for th(‘ use of th(» factors of production. 
(4) He then introduc(‘s a sort of (piantitative dynamics by as¬ 
suming that fix('d and constant perc(‘ntag(‘s of change* occur in 
production activity, and tlie equations are again set up on that 
basis. 

Finally, Cassel states that his procedure gives us the relation 
among all price's, but ne)t any single absolute* price. If one .such 
we're* known, all otlu'i's cenild be ab.solute'ly de*termin('d. He 
proe*e‘(*els, the*re*fore‘, to e'xpounel the dete*rmination of the value 
of money, and more* partie'ularly the price of gold — pre'sumably 
in an atteaiipt to .supply the mis.sing alxsolute* quantum. 

His geau'ral the'ory of price's is more clearly worke'd out than 
Walras\ He* ele'velops a the'e)ry of me)ne'y, and an analysis of 
mone'tary phenome'iia, whicli had much inHue*nce in the se‘e*ond 
and third de'caele's of this (*(*ntury. Hut his sy.ste*m is too de'fieient 
in fun(lame*ntal ba.sis to e'lulure. His thought is too alxstract, 
and his le)gie* toe> circular. It would be impo.ssiblo to get all the 
data re'quire'd for working out his (*(|uations; if wo had the data, 
we ce)uld add nothing to our knowle'dge by solving them. 

Such the'e)ry is vicieai.sly abstract in that it omitvS, not only 
in.stitutie)nal and se>cial-contre)l facts, but also the difference's 
which (‘xist in individual attitude's — differences between nece'S- 
sity and choice*, or betwe'en impulsive and refle'ctive action. 

Like Walras, fremi whenn he borrows, Cassel begs the whole 
quc'stie>n of ee*onomic life, value. By jussuming value to start 
with, and thus evading the problem of its cause, he is estoptx'd 
from dealing with its determination. The result is a system of 
business mathematics, not a social science. 
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Summary. — In brief summary of the character and im¬ 
portance of the thought of Gossen, Jevons, and L. Walras, it 
may be stated that all emphasized the subj(»ctiv(» (^haiuait in 
value causation, that all pursued a deductive, matluanatical 
method, and that all arrived at a concept of the n\argin, where 
a final or most intense want is satisfied. Thc'ir philosophy is 
utilitarian and hedonistic. (With the exception of tlu* emphasis 
of marginal utility, these observations apply also to Cass(‘l.) 

The mathematical approach is esscaitial, ('spf'cially in tlui 
thought of Cournot, Walras, and Cassel. (Much of Jcwons^ and 
most of Gossen^s thought would stand up without math(‘inatics. 
Without the equations, L. Walras do(‘s not scMan to go Ix'yond 
A. Walras, and Cassel not beyond L. Walras, in so far as any 
positive additions to value theory arc' conc(a*iu*(l.) TIk' in(*re 
mathematician needs measurable quantitativ(» data, which are 
homogeneous, and are either fixed or vary in r(*lation to oiu' 
another. In dealing with values, this l(*ads him to (‘xtn‘m(‘s of 
abstraction, and limits him to quant it i(\s (*xchanged. II(‘ more 
or less takes for granted and assumes the quality of valu(‘, and 
sets up equations'^ which, if true, an* truisms. In assuming 
the causation of value, he provides no basis for pn^diction, law, 
science. 

Another notable point of likeness is that (‘ach of th(.* thn^e 
chief earlier economists discussed formulab^s mon‘ oi l(‘ss [)r('- 
cisely some law concerning the attainnuait of maximum satis¬ 
faction. Walras puts it thus; Taking two commoditi(‘s on a 
single market, the maximum satisfaction of wants or tlu^ maxi¬ 
mum of effective utility exists when and where the ratio of the 
intensities of the last wants satisfied, or the ratio of the raretes, 
is equal to price.” ^ 

One great difference between Jevons and Walras deserves 
attention, and that is the fact that Jevons has a better apprecia¬ 
tion of the causation of values, and consequently goes more 
deeply than Walras into the real problem of determination. 
Walras, for example, frequently starts out by assuming his price, 

* ^con. pol. pure, p. 86. 
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and his suj)j)ly and his th^mand aro price-dotcTmined quantities. 
Jevons s(‘(‘ks to build up to his pric(‘ by procec^ding from eausal 
forc(\s to d(‘t(‘rnnnation. This difTenuiee undoubtedly proceeds 
from the fact that J(ivon.s was more alTc^cted by the ('lassical 
J']nglish (economics, which at bottom has a sort of social point of 
view, how**V(‘r much it may b(‘ shoved into th(‘ background. 
Walras is nior(‘ matla'inatical and more inclined both to assume 
the (‘xisten(*(‘ of value' and to think of it as a quality of g(K)ds, 
both mat(‘rial and immate'rial; Jewons is more psychological — 
though not more' subje'ctivc' — and (uideavors carefully to guard 
against treating value* as lying in gemds. 

As to Cass(‘l, in his e'xtreane* individualistic and mathe*matical 
tcchniqui* he* goe's be‘ye)nd W alras and (‘ve*n spurns causal analy¬ 
sis. Ilis subje'e'tivism, the*re‘fe)re‘, lias to be* assumed — just as he 
assumes the* e‘xiste‘ne*e* eif the* value* (juality. 

As will appe*ar freim a renieling of the* ne‘xt e*hapter, the analy.sis 
e)f subje'ctive* e‘le*me‘nts niaeie* by the'.se* me‘n lae*ks the* re*finement 
to whie’h it has be*en e*arrie*d by the* Austrian Sche>ol. And, ex- 
c(*pting (lexsse'U, the*ir e*mphasis on change's in ejuantity e)f goods 
anel eai exchange* in marki'ts te*nds toward the ide*a of value as a 
relatiem be*twe*e*n e*e)minoelitie*s, whie*h in the last analysis is 
hardly consistent with strict subjectivism. 




b. Fidlij Developed Subjectivism: 

The Austrian School 

C HAPTER XXXI 

MENGER, WIESER, AND BOHM-BAWERK, AND 
ESPECIALLY THE DEVELOPMENT OF SUBJEC¬ 
TIVE THEORIES OF VALUE AND INTEREST 

Many of the' (*arli('r ooonornists oxprossc^d a goiuTal nH'ogni- 
tion of tho fart that utility is rsscaitial to valuo. Subjective 
factoi's, too, \v(‘r(» inon* or l(*ss ncoKniz(‘(l. Th(*.so (‘conoinists 
\N(Tr, lio\V(‘V(T, incliiK'd to tak<» utility and the^ deanand based 
upon it for granted. It was a matter of eourse with tluan. 
They w(‘r(‘ almost obs(‘ssed by tlu* id(‘a of an absolute standard 
of value in the* shape* e)f a (|uantity e>f lal)or-time, and thus 
eonside*re‘d value* as e)bje*^*tive'. This is e'spee*ially true e)f the 
le*ade*i*s e)f English the)U^ht, le*ss true* of the* Germans, and le*ast 
se) in the* e*ase of a Fre*ne*h and Italian gre)up in whieh Galiaiii, 
(le*nove‘si, 'rur^ot, (\)ndillae, and Say may be plae*e*d. 

As has be*(*n se*(*n, (lossen, Jevons, and Walras de»V(*loped 
this aspe*et; but Gosse'ii re*main('d almost unknown, while con¬ 
temporary with J(*vons the*re arose a school of Austrian econ¬ 
omists who carrieMl on this line* of diwelopment with a broad(*r 
applie*atie)n anel a deeper analysis. The “Austrian School’^ so 
analyz(*d utility as to base a the'ory of the' e*ausatie)n of ee*onomic 
value*s ui)e)n subjective e*le*me'nts. The*ir re*asoning they applie'd 
to the valuatie)!! of the facte)rs e)f prexluction, with the result 
that they de'velopeel a notable theory of capital and interest. 
In the*se points tliey stand as critic's of the Classical Sclmol. 

The nie'mbers of this se’hool, for better or for worse, were 
deeply influenced by German economic literature, and that 
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literature was rich in criticism of objective exchange value 
theories and in psychological analysis. 

The Austrians and Their Value Theory. — Carl Menger laid 
the cornerstone for the Austrians with his Grumhatze dev Fe/A'.s- 
wirtschaftskhre, 1871,^ — the same year in which Jevons^ 
Theory appeared. Menger h'lt that economic theory had fallen 
into disrepute with many scholars, and h(' sought to n'store it 
to its place of honor by freeing it of inconsistency and basing 
it upon more fundamental laws of causation. 

All things, he says, are subject to the law of cause and (*ff('ct. 
In economics the human want is the fundamental thing. Things 
which have the capacity of b(ang placed in (‘ausal eonni'ction 
with the satisfaction of human wants an* utility's. To bring 
an object into the sphere of economic causation four conditions 
are necessary: (1) a human want, (2) such prop(*rti(‘s of th(‘ 
thing as make it capable of being placed in causal coniK'ction 
with the satisfaction of this want, (3) the recognition of this 
causal relationship by man, (4) the power to dispose of th(j 
thing so that it can actually be applicnl to the satisfaction of 
the want.^ With such analysis MengcT sought to arrive' at ulti¬ 
mate causes, and to draw an explanation of value — which he 
regards as the heart of economic theory — from the ee'onornic 
activity of the individual, that is, from his (‘xehange contracts. 
Although he gives some recognition to tlui influence of soeic'ty, 
Menger considers value as an individual phenomenon: it is 
independent of society and the laws of the state'. Ih' de'fiiu's 
value as the significance which concrete goods or groups of goods 
gain for us through the fact that in the satisfaction of our wants 
we are conscious of a dependence upon the disposal of th(*m.’^ ® 

^ Other writings:— UrUersuchungen librr die Mvtfiodr dtr Sozialwissrnschaft, 
1883; Die Irrthumcr den HUtorisrnus, 18H4, “Zur Tiieorio dos Kapitals,” ISSK (in 
Jahrhucher fur Nationalokonomir uiul Slalintik)', “Clnindziigo einor Kla.sHifika- 
tion der Wirtschaftswissenschaften,” ISSl) (in Jahrh. f. Nnlionalokonomie und 
Stalislik), “Beitrage zur Wahrungsfrage in Oesterreich-Ungarn,” 1892; Die 
Ubergang zur (roldwahrung, 1892. 

* Grundsatze, p. 3. 

3 Ibid., p. 78. 
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In opposition to cost thcori(»s, he maintains that value rests on 
utility and n^lative scarcity. 

(loods ar(.‘ divid(*d into dilTcrent chis.s(*s, or 'V>rders,” accord¬ 
ing to their nearnc‘ss to tiu; con.sumer.* Thus bread is in the 
first order; flour in the second; wlieat in tin* third. Goods of 
tlu' last de.scription an? of the higher ord(*r/' and their value 
is r(‘fi(»ct('d back from tlio.se of tin? ‘Tower order"': wheat has 
value b(‘cau.s(* and in .so far as men want wheat bread to main¬ 
tain lif(» and well-b(‘ing. 

Diffenaicc's in value' an* due to the different estimations 
which nu-n put upon the* satisfaction of various wants. The 
value* e)f a ceincre'te* gooel, eir of a e*e‘rtain aggre'gate*, at the dis- 
po.sal e)f an e'esinomie* man is e*(|ual tei the significance of the 
le'ast impeirtant want sati>factie)ns yie*lele‘d. 

Always, whe'n* the n* an* the* ba.M\s feir an exchange* betwe(*n 
ine*n who air nctnoUd hij (conomir motive.Sy e;e*rtain limits are .M*t 
l)y the (juantities of exe*liange*al)le goods whie*h are* de*(‘med 
e‘ejuivale‘nts hy the* ])artie*s; anel the'.'^e (juantitie'S, which in a 
subje*e‘tive‘ .se'iise* are* e*(iuivalt*nts, difTer with difTe're'Ut inelividuaLs. 
Within the*.se* limits prie*e* is de*te*rmined. If A e‘.stimate*s 100 
units e)f grain at 40 units of wine*, anel B e*stimate*s 80 units of 
grain at 40 of wine*, an e*xe*hang(* can take plae*e*, the price in 
grain lying .some*\Nhe*re* b(*t\\e*e*n 80 and 1(K).“ 

()ve*r and e>ve*r again Me*nge*r re*p(*ats liis stati'ment that 
value* and the* me'asure* e)f value* are .subje*ctive and de*j)endent 
on wants. ''Flu* (juantity of labor or capital expc*nditure in- 
volve'd has no dire‘ct or ne»e*e\ssary connection.® In a primeval 
feire'st one* may cheip weiod till eleKun.sday withenit making that 
we)od valuable*, while* a diamemd pickc'd up by chance has great 
value. Nor de)e's the* c*ost of re'prodiiction solve the matter;^ 
fe)r there are many ge)e)ds which cannot be reproduced, and 
many others, like? enit-of-date clothes, whose value is le.*5S than 
that of the age*nts of their production. Monger pays virtually 


'('hap. I, §2. 

^ Grufuhdtzi’, p. 170. 


» P. 120. 

* Cf. above, pp. 320, 323. 
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no attention to objective values, and docs not attempt to deal 
with costs in a definite way. 

The next important stop in the development of the Austrian 
theory comes with the publication in 1884 of the Ursprung und 
Haupt-Gesetze des wirischaftlichen Werthes (Source and Prin¬ 
cipal Laws of Economic Value) by Friedrich Freiherrn von 
Wiescr. He built upon iMenger, applying his thc'ory to the 
phenomena of costs and distribution, and deepc'iiing tlu^ psycho¬ 
logical analysis. In his later thought, he worked out a tlu'ory 
of objective value, though not independently. 

Wieser’s complicated statement of what gives economic value 
to a good may be translated thus: (1) If things are capable of 
producing useful effects (aside from things of indifference, and 
perhaps those which arc harmful); (2) if their supply does not 
equal the employment for them; (3) if they allow (mcroach- 
ments by men which, when economic, incrc^ase their ust'fulness, 
and, when uneconomic, decrease it; (4) if all subj(‘ctive sup¬ 
positions which complete these obj(»ctive oiu^s agree; (5) and 
if, then, the existence of the good, its utility, and otlua* ext(‘rnal 
circumstances are perceived; (6) if the need for it is not only 
distinct, but also its satisfaction is desired; (7) and if the pur¬ 
pose is formed to do the economic acts which show thems(‘lv(‘s 
practicable while shunning the temptation to uiu'conornic 
action,—then will the interest be transfian^d from the ex¬ 
pected economic uses to the goods, and b(‘come associat(‘d with 
them, i.e., then the goods receive economic value. 

‘‘The value of a single good out of a stoni is determiiKal by 
the interest in that useful service which is the kaist important 
among the most important ones afford(jd by the store. For 
Jevons^ “final utility,^’ he substitutes the term, GrenzmUzen 
(marginal utility), which has since become so generally used.‘ 
In his Natural Value, Wieser expresses himself more boldly; 
saying, “In a word, the value of a supply of similar goods is 

* It will be remembered that von Thunen developed a marginal productivity 
theory, and he used the word Grenze (margin) in connection with it. See above, 
pp. 368 f. 
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eciual to the sum of the items multiplied by the marginal 
utility.’^ ^ This, of course, implies a divisible good with more 
than one unit of supply; and Wi(\ser states that the law rests 
upon the existence of scah^s of want and the “fact that goods 
c()m(‘ forward in stocks or suppli(\s coiLsisting of similar items/' 

In (‘xplaining th(‘ value of the; factors of i)roduction, Meager 
had held that th(' decisive* thing is the portion of the return 
which would lx* lost through the r(‘moval of any production good 
(“goods of a higher order"). (This involve's a theory of negative 
imputaiion.) To this th(‘ory, Wi(‘ser objc*cts. In his Natural 
Value (1SS9) he* bases such value upon the “productive con¬ 
tribution" of the* factor - a the*ory of jumtive imputation. He 
ust*s the principle* e)f coniple*m(*ntary ge)e)ds, anel argues that 
“the e'le*m<'nts that are* bounel up . . . may alte*r, and this 
fact make's it pejssible* for us te) elistinguish the* spe*cific e‘fTe*ot 
e)f e*acli single e*te‘ine*nt," ^ i)y comparing a number e>f e*eiuatie>ns. 

This the‘e)iy Wie*se'r re'affirms in his last we)rk e)n Theory of 
Social Kconomics (1914). He* elraws a elistiiu'tion In'twe'cn “cost 
instrume*nts e)f j)re)elue*tion," which are* n'pre)elucible anel a])- 
|)lie*able) te) me)rei than one* use*, anel “s|)e*cifie* instruments eif pre)- 
due*tie)n," ^^hich, like* lanel, are naturally scarea* e)r hmite*d to a 
single* use*. (\)st instruments, being subje'ct te) many uses, e*an 
have* tlu'ir pre)eluctivity impute»el by ceimparing numere)us e'ejua- 
tie)ns; but sj)e*cifie* instrume*nts must l)e* tre*ate*d as resielual 
e*lainiants, be'ing assigne*d .sue*h pe)rtie)ns e)f the* marginal utility 
of the joint ])re)eluct as are ne)t impute'el to the ce)st instrume'nts 
with which the*y are* use*el (tabe)r anel e*apital). This is merely a 
bre)ade*neel re*nt e'oncept, such as luus lHH*n aelopted by not a 
few other ee*e)ne)mists. 

It woulel se*em that eve*n if Wiesor's scheme he useful in an 
illustrative way, and iis a praedical means of measuring the 
v alue of pre}eluction goods in any given amounts, it is lacking — 
as is Menge*r's — when it come's to the more fundamental 
problem of determining their value: It does not explain causes 
or points of fixation. Economists are, to say the least, sceptical 

' Eng. od., p. 25. * P. 87. 



612 


HISTORY OF ECONOMIC THOUGHT 


of the possibility of specifically attributing a sei)arate portion 
of a joint product, — one for whose existence each of several 
cooperating factors is necessary, — to any one of the factors 
taken alone, and especially so on a mere marginal utility basis. 

Meanwhile, what becomes of the idea that it is the cost of 
these elements of production that dc^termines the value of the 
product? This Wieser denies, though admitting that costs have 
an indirect and partial effectiveness. It is his id('a that only imni\s 
interests, based on utility, induce them to estimate value at cost. 
This development of the conception of cost cis subjected to utility is 
one of his chief contributions to the theories of the A ustrian School, 

To use his owm words: — 

“If we ask why products thus produced — neither under 
nor over costs — have value, and why they have d(‘finit() 
amounts of value, we shall doubtless find that they have tlu'rn- 
selves alone to thank for it. They create it out of tlnnr utility, 
taking into consideration the amounts produced. The circum¬ 
stance that costs of a certain value have Ixvn exp(*nd(xl in 
making them is of no consequence as regards their value. The 
cost value does not determine the use value; use value exists of 
itselfj and sanctions the cost value.^^ ^ 

Cost is “sanctioned” by use-value, — is, in fact, nothing 
but a complicated form of value in use. 

But, as just intimated, costs are admitted to “affect” values. 
Though not coasistently followed, the idea appears to be that 
the anticipation of value (utility?) gives costs themselves a 
value. Then the “value of costs” ^ may even determine value of 
goods, either indirectly, by regulating supply, or directly, in 
individual cases, by communicating their own value to the good. 
“The Austrian School does not in any way destroy the idea of 
cost or the law of cost, it only endeavors to combine both with 
the general idea of value and its general law, and to explain 
them in this way.” ^ 

^ Natural Value (Smart’s cd.), p. 177. Italics supplied. 

2 Ihid., p. 176. 

® Wieser, “The Theory of Value” (A Reply to Profes.sor MeVane), Ann. Amer, 
Acad., II, 620 (1802). 
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\Vk*s(T\s explanation of the existcnicc; of the old notion con- 
CHM iiiiif? costs is iiif^cnious and intc'ix^sting. Just as the v'alue of a 
inin(M*al sprinj^ depiMids on the utility of its water, so iron, coal, 
and labor deriv(‘ vahu' from the utilities produced. But here, 
any one unit of commodity reflects so small a portion of its 
total utility that it se<‘nis that the process is rev'ersed, and that 
th(' commodity dt'rives its valiu^ from the elements (‘ntering 
into its production, "flic individual capitalist, for example, if his 
nu'ans of production hav(‘ otluT applications, finds them eval- 
uaU'd in tlu* g(*n(‘ral market, and he t(uids to regard the situation 
as oiu* in which tlu* valu<‘ of his wan^s imist n*place his (‘XjK*ns<\s 
of production. But, argues \Vies(‘r, the* luiyers of his wan‘s pay 
only according to t’neir estimation of t4i(‘ marginal utility. All 
that cost does is to limit tlu' supply put upon the markc't. 

‘^Vt the sale of the products the capitalists continually 
r(‘ctify th<‘ir calculations, and according to their gains or losses 
the valiu* of (Ik* m(*ans of production incr(‘as(*s or diminishes in 
their (*stimation.'’ Put more abstractly, wlu'n production is 
bringing forth products, productive pow(*rs an* at th(* same time 
limited, making (‘conomy nece.ssary. Tliis leads men to con- 
ccivi* of production goods as costs, directing their attentions to 
the <*(|ualization of n*lat('d productions, and cau.'<ing them to 
r(*gard jiroductivc employment as an outlay or sacrifice.^ 

In following tlu* thought of the Austrians, we must con¬ 
stantly n*member that by costs they generally mean mere 
“op[)ortunity costs’^ biised on alternative use, — an entre¬ 
preneur concept. As Wic'ser puts it: “Costs are production 
goods when these an* devoted to one individual employment, 
and, on account of their cai)acity of being otherwise employed, 
take the shape* of outlay expenditure.” ^ 

In examining the foregoing idea of costs in relation to value, 
one is struck with the juggling way in which now all that the 
properly limited (.hissical idea contains is admitted, now all is 


' y/ntunil Valuv (Smart’s ed.), pp. 174-175. 

^ Ihitl. For a critiriarn of the opportunity-cost idea see Haney, “Opportu¬ 
nity Cost,*’ Amcr. Econ. Hvv., Vol. II, p. 590. 



614 


HISTORY OF ECONOMIC THOUGHT 


rejected. No one denies, or ever has denied, that *‘the idea of 
utility cannot possibly be separated from the purposes of 
economy and the conception of wealth”; ^ nor that, when costs 
are involved, men’s interests based on utility lead them to 
estimate value at cost; nor that value is created out of utility, 
^Haking into consideration the amounts produced ” But many 
deny that the fact that certain costs have been necessary is of 
no consequence in value, and it would seem that ^'the amount 
produced” can be taken for granted only by making assumptions 
concerning the cost of producing those amounts which beg the 
question at issue. The trouble seems to lie in a confusion of the 
ideas of (1) source or causation and (2) limits or determination. 
As in the case of the ])rovcrbial hen-y.9."<'gg eonundrum, it is of 
small importance whether wants or costs com(' first as caus(*s or 
sources of value. We may well grant that the want, with its 
corresponding utility, is the first of the fundanK'utal force's to 
act. No one will deny that utility in a sense “sanctions” cost. 
But when we arc taken further and told that costs have* no 
determining importance, the harmony is broken. In cases in 
which supply is limited by costs, so that cost ent(*rs into the 
determination of the “margin,” it is as important a factor lus 
the utility which decreases as the supply is incr('a.s(Hl. 

To speak of “use-values” and “value of costs” is (juite mis¬ 
leading. If “use-value” meaiLs any more than utility, cost or 
rarity has entered; just as costs can have no value unless utility 
is joined with them. 

Wieser goes on to argue as follows: (1) Labor cost has “us('- 
value” only (a) when, if once the labor cc^ased, it could not be 
repeated, and so the product would be unupie, or {h) wlu'ii, 
in the same case, some other utility would have to be fore¬ 
gone. (2) On the other hand, services are estimated according 
to cost only when, in the event of a cessation of production, one 
would not need to give up the utility, because an abundance of 
labor power exists. He concludes that this is a contradiction, 
saying, “Labour could be estimated both by its utility and by 

* Natural Value (Smart’s eel.), p# 196. 
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personal effort, only if it were both capable and incapable of 
repetition/' 

To this objection, it may be immediately replied that in a 
sense this s(H‘ming paradox is the very truth: the very point in 
th(‘ t\vo-sid(‘d thi'ory of value is the fact that while labor can l>c 
repeated, it can on tin* whole Ik? reix'ated only with difficulty; 
that is, with cost, which fact limits its repetition. It may l>e 
further obs(*rved that in the first clause (1) of the argument just 
stated, th(‘ first assumption (a) involves a case of absolutely 
limit(‘d supply; while tlu* second clause involves an abstract 
assumption which is contrary to fact. 

Last of th(‘ thr(‘(* j)illars of the* Aiistrian School comes Kugiai 
von Bohm-Bawerk (1851 1011). Bohin-Bawerk opeiunl his 
important contributions in 1881 with his wi'll-known Capital 
and Interesty a critical history of economic* theory; following 
with a monograph, (Irundzucfc der Theorie des wirt^schaftlichen 
(rutencerths ^ (Outlines of the Th(‘ory of (,'omrnodity Value) 
(188()), and his rnasterpii'ce, the Po.sntive Theory of Capital 
(1888).2 

Bohm-Bawerk is notables not only for indeiHMulent thought, 
but for cl(‘ar (*xposition and illustration, and a ‘‘careful and 
fruitful r<*vision of many matters of d(*tail." To some extiait 
following the (lerman economist, Xcuimann, he further elal> 
orat(*s the division of value into subjective and objective — 
with which he would rc'place tlu* old division into use-value 
and (*xchang(» value, — and one of his distinct meritvS lies in his 
treatment of ol)j(‘ctive value or purchasing power. He it was 
who first among the Austrians gave us a wc'll-rounded attempt 
to bridge the gap betwwn the subjective and the objective, and 
to d(‘\'elop a complete theory of objective exchange value and 
price. 

Subjective value is defined as the significance w'hich a good 
acquires as the recognized condition of a use for well-being 

1 CAmmiVaJahrbilchrrf. Nat. Otk.. N.F.. XIII. 

* In thn Ciorrmin, the finct and last works constituto his Kapital und Ka- 
inlalzin.s, Innsbruck, 1S.S4-ISS9. The English translation in separate volumes is 
by Smart. 
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which would have to be foregone without the good. The amount 
of value depends upon the amount of gain in w('ll-heing which 
the good brings, or what want would remain unsatisfi(‘d without 
it: ‘‘The value of a good is determined according to the impor¬ 
tance of the concrete want or increment of want, which is the 
least important of those met by the supply of such goods at dis¬ 
posal,’^ — i.e., by its marginal utility. 

Bohm-Bawerk distinguishes two sorts of subjective value: 
Subjective use-value — defined in the prec('ding paragraj)!!, — 
and subjective exchange value. The latter, whi(*h he thinks 
differs much less from use-value than it doc's from obj('(»tive 
value, is simply “the importance which a good obtains for the 
welfare of a person through its capacity to procure otlna* goods/’ 
and its amount coincides with the use-value of the goods received 
in exchange. Commonly, use and exchange sul)j('ctive values 
differ from one another, in which case the higlu^r of the two sets 
the value. 

But the word “value” does not always suggest the sul)- 
jective.^ Thus when we say that a pound of gold has a higher 
exchange value than a like \veight of iron, we refer only to 
an objective relation between commodities. lOxchangi' value 
in the objective sense, is nothing buU the capacity of a good 
to command other goods in exchange. It is a social phenomenon, 
and could exist only in society. Bdhm-Bawerk, how(‘V(‘r, at¬ 
tempts to show that it rests upon individual valuations. First, he 
takes an isolated pair; then, compt^tition among a group of 
buyers is introduced; then comf)etition among sev(‘ral selhas, 
till finally two-sided competition is considered.^ To cut a long 
story short, he concludes, with considerable amplification and 
refinement of his predecessors’ teaching, that objective ex¬ 
change value is determined somewhere Ixitween (1) an upper 
limit set by the valuations of the last, or least desirous, buyer 
included in the exchange and the most capable seller excluded, 
on the one hand, and (2) a lower limit established by the valua- 

^ “Grundziige,” Conrad’s Jahrbilcher, 1886, p. 477. 

* Ibid., pp. 492 ff.; Positive Theory (Smart’s trans.), pp. 198 ff. 
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tioiis of the least capable s(jller — the last seller — and the most 
cl(\siroiis huyf'r ('\clud(*d.^ In every case, it is the narrower of 
th(*s(* (loul)l(i lirnitatioiLs that decides. “If, finally, we siil)- 
stitute the short and sij^nificant name of ‘Marginal Pairs^ for 
th(‘ detailed d«*scription of the four parth^s whose comiKdition 
deterniin(\s the pric(?, w<) g(d this very siinide formula: The 
market price is limit(*d and determined by the subjective 
valuations of the two Marginal Pairs.” 

Th(* ch*ar('st vi(*w of the fon^going scheme may be gained 
when it is illustrat(Hl by curves, though Bohm-Bawerk does 
not us(* diagrams. If 
l)iy r(‘pres(»nts a s(‘ries 
of buy(‘rs* sul)jectiv(‘ 
valu(*s arrang(‘d in d(*- 
scending order, and 
a seri<‘s of s<‘llers* sub- 
j(‘ctiv(‘ values arrang(*d 
in asc(‘nding or(l(‘r; and 
if and .s* - tiu* last 
includ(*d buyeu* and 
sell(*r n*spectiv<‘ly; tlien 
th(» maximum price will be set by the pair 6* and .s-, and the 
minimum by tin* pair .s‘ and b'. In the diagram .s- and 6- are 
closer togetli(*r tlian and .v'; and conse(iuently they set the 
limits. 

Tlu' factors wliich determine the valuation level are: the 
nunib(*r of d(*sir(\s for th(» ware, tlu» height of th(' bujTrs^ valua¬ 
tion figun*s, the (luantity of the ware for sale, and the height 
of th(' s<dl(‘rs^ valuation figures. But tla'sc' valuation figures are 
no simple* (luantitu’s; they are obtained by comparing valuations 
of the wares with the valuations of their “price goods.” ’ This 
inak(*s it lU'ce'ssary to introduce two further elements: the abso¬ 
lute (|uantum of the subjective value of the “price good,” or the 

* “GrumlzuKo,” alK)vo citofi, p. 20S. 

’ Ibid., p. r>e)l). Tin* Goriimns use the woni “price” (Preis) not to signify the 
money expression of ex(*)ianKo value, but the amount’of any Kood received in 
exchaiii^e for that sold. 
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price equivalent to the would-be buyers; and the same quantum 
to the would-be sellers. 

Bohm-Bawerk, like Wieser, admits that cost plays a part 
in determining value, but a subordinate and indirect onc.^ 
In the case of freely producible goods, there is substantial 
identity of cost and price; but this is because the price of the 
product controls, and the price of the cost goods is the (*on- 
trolled. The law of costs is not against, nor l)eside, but within 
the law of marginal utility. 

In order fully to understand the Austrian theory of value, 
we must note the abstract conditions which are a.ssumed. 
Bohm-Bawerk may he taken as representative, and h(' ap¬ 
pears to proceed in a well-nigh Ricardian manner to conjure 
up economic men acting in frictionless competition. As pn'- 
liminary assumptions, come the statements that each individual 
will seek only his own direct advantage, and a(‘cordingly that 
each will exchange only when an advantage is to be gaiiu'd, will 
prefer a greater to a less advantage, and a small gain to none. 
Also, exchange is to be n'garded as economically possible only 
between persons who value goods diff('rently — y(‘s, oppositely. 
When we come to the common case, of two-sided comix'tition, 
we find the reasoning all bas(*d on a situation in which no 
individual makes a mistake in following his self-inter(»st; while*, 
on the side of goods, all units must be (*xactly the same, and it 
must be possible to make additions to the stock. 

Distribution, Especially Interest Theories. — The theory of 
distribution involves a valuation of the s(*rvices of tlu^ factors of 
production. It is in the application of their theory of value to 
‘^production goods” that the Austrians have found most diffi¬ 
culty in developing their thought. They have made th(*ir great¬ 
est effort in the direction of a theory of capital and interest, and 
this may well be considered in detail. 

The Austrians have differed among themselves as to the true 
theory of interest. Monger and Wieser supported what may be 
called a productivity theory; while Bohm-Bawerk held what has 

^ See ibid., above cited, p. 537. 
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Ihhmi nitlior unsat isfiictorily ralUnl an (»xchaiigo th(‘ory, or, 
som(;tiitU‘s, a valiu» theory. Mengca*, for instauee, .states that 
the use of eapital, assuiniiig it to be seanx*, gives ris(‘ to a value 
ill the autici|)at(‘d product ov^er and above; the other ine^ans of 
production (‘inployexl, and that this incn^nient of value ref> 
r(\s(*nts the; '/po\V(*r of disposaE' over the capital goods u.sed. 
This powea* has a distinct value* jls a rneaiLS of production. And 
\Vies(‘r bas(‘s int(*r(‘.st upon the; productivity of capital as its 
cause*. Taking a .se*rie*s eif cas<*s of preiduction in which elifferent 
preiportiejiis e)f e*apitai functiein, he conclueles that a part of the 
jirexlue't whie*h varie\s with the ameiunt of capital, is imputable* to 
e'apital. The; “ jireieiuctive e:ontril>ution^^ imputable to capital is 
the* elire'ct cause* of inte‘re‘>t. 

On this pe)int, Wie‘se‘r e*ritie*ize*s Me*nger, who had attempte*el 
te) .solve* the* pre)l)le*m freiin the* e>the‘r siele, se) to say, by ob.se*rving 
what is le)st whe'U e^apital e)r units eif e*a])ital are re*me)veel from 
the preieluctive* ce)mple‘\, - a .seirt eif ne*gative imputatiem. 

As te) this imputatie)nal re‘a.se)ning, the* critic will ne)te that 
the* eiue*stie)n, u7e/y, still re*mains. (Iranting an empirical re*- 
latieinship, what is lis e‘Xplanatie)n? ^ What is the cause? How^ 
is the* e*xae*t aineiunt e)f the share that is imputable to e*ach facte)r, 
de*te*rmine*el? 

]h)hm-Hawe*rk, in his be)e)k e)n Capital atul InUresl^ saj's that 
the inte*re\st pre)ble*ni is eme* eif ele*termining the cause\s which 
guide* inte) the hanels e)f e*apitali.sts a part eif the .stre'am e)f na- 
tieinal pre)eluction. lie make*.s an inte*re*.sting elistinction among 
elifre*re*nt se*ts e)f inte*re*st the*orie*s: naive* preiductivity the'e)rie*s 
W'hie'h re'garel the; share*s in elistribution as se*parate fnim the 
be*ginning; e*xple>ilatioii the*e)rie*s which leieik upe)n the share*s as 
forming eino stre?am to the* enel, where labeir is reibbe'd; the value 
the;ory, wiiie*h, in a sense, lie's betwe*e'n the* twe), hedeling that 
the stnxim be*gins te) separate wiu'ii it ce)me\s under the influence's 
whicli cre'ate value.- This is his the'ory, and ace*e>rding to it the 

' For(leiuiled criticiam see Ann. Amtr. Acml.^ V. 522 f. (Gret'n): and oritirisma 
on .similar thc'orios of J. B. (’lark and his followers. 

^ ('npitnl ami Interval, pp. 121 f. Hdhin-Hawerk also distitiKuishcHl “use,** 
“abstinence,“ and “labor** theories. 
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explanation of interest lies in the valuation process, — in the 
fact that men tend to value the same good more highly in the 
present than in the future. 

On the capital-and-interest question, then, Bohm-Bawerk 
differs with Wieser, denying the validity of the theory of im¬ 
putation, and basing his reasoning upon the technical superior¬ 
ity’' of roundabout j^roc(\sses of production.' In a roundabout 
process of production, instrumental or capital goods are us(»d, 
which, on account of the remoteness of their availability for 
consumption, have a relatively low present value'. As such 
production goes on, the capital goods are transformc'd, or 
“ripen," into consumers' goods of a higher present value. As 
a result of the time eleiiK'nt, therefore, the're is a growth of 
values in excess of labor costs, from which excess interest flows 
as a permanent net income. To state this id(‘a in another way: 
roundabout methods of production require the us(j of future 
goods, or capital. By ('xchanging present goods for futun' goods, 
therefore, the capitalist can secure the larg('r rt'sults of the 
roundabout process at some time in the future, '^fo b(‘ sure, 
at the outset the smaller quantity of prevsent goods rei)r(’S(*nted 
by capital has greater value than the large quantity of futunj 
goods, but in time the future goods become present goods, and 
then their value exceeds that of the quantity originally ad¬ 
vanced. This excess, or premium, is interest. In short, the 
difference between the value of capital goods and the vahui of 
consumers' goods explains interest in all its forms. 

All this stands opposed to cost theories of interest, as, for 
example. Senior's abstinence theory. Senior gave a place to the 
time element, but it was of the cost of waiting and abstinence 
involved that he thought. Bohm-Bawerk denies that abstinence 
is an independent sacrifice, holding that it cannot be added to 
labor pain to get a cumulative total cost. 

To illustrate his attack, and the criticism of that attack, take 

'In criticism see Landry, “Productivity of Capital,” Quart. Jr. Econ., 1009, 
p. 5S5; Bortkiewicz, “Dcr Cardinalfehler dor Bdhrn-Bawerkschen Zinstheorie,” 
Jahrb. fiir Gesetzg., 1906; Bleicher, “Gegenwart u. Zukunft in der Wirtschaft,” 
Jahrb./Ur Nationaldk., 54:347; and the writings of Professor Irving Fisher. 
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this passage. The planting of fniit trees is mentioned, and th(» 
alternative's e)f a de'strue'tive storm and undisturbe?d fruition in 
ten ye'ars, are iissume'd. Jiohm-Rawe'rk asks, Is my saerifier 
any gre'ate'r if the' storm doe\s not e*ome and I wait te'n y(*ars for 
the fruit?—thinking that the answer must be* no, and that 
there'fore abstiiu'nee? eannot taken as a basis for explaining 
intere'st on such an inve\stme*nt.‘ 

Ihit the* answe'r should be: The que*stiou is misle'aeling. As 
we'll ask, if ejne oreharel b(*ars 100 buslu'Ls in ten ye*ars, and an 
e'qual oreharel be*ars 100 buslu'ls in fifte*e'n ye'ars, we)uld prexlue- 
tivity l)e' gri'ater in the* later raise'? — and, if the answe'r be* no, 
eonelude* that the* time' ele‘me'nt, or difference be*twe*en pre*se*nt 
anel future* e'stimation, i)lays no part. 

At this point, Jhdim-Rawerk eonfounels ge'iie'ral with spe*eial 
value's. In the long run, inte're^st rate's must ne)rmally be high 
e'liough to cover the* lossc's—tlie unrenvarelc'd abstine'iice's. 

In a supph'iiK'iit to Capital and IntereM^ calk'd Recent Litera¬ 
ture on Interest^"^ Hohm-Rawe'rk argue's that, if a ge)oel erpials 
10 in value* now and 0 five' ye*ars hence, it wenilel be' une*conomie 
te) undergo sacrifie'e in lalier anel waiting to e'xce'e'd the* latte^r 
amount, er 6, and that the*re is thus ne) re)e)m for any “sacrifice’^ 
aside' freim labe'r, e)r the meme'y payment the're'for. This menie 
of pre)ce'dure', he)we*ve*r, assumes the' future* value, 6. Rut the 
6 e*annot be* take»n fe)r grante'd: the sacrifie'e is ne)t limite'd to G, 
but te) 10 — G (?), anel plays a part in determining whether it 
is te) be 5, G, or 7. 

The truth appe'ars te) be that the re'latie)n of future value to 
pre'sent valuei in the interest problem is a meire complex e)ne': 
the future gratifiexation is weirth le.ss, partly because of the sacri¬ 
fice whkdi is involve'il in saving and waiting. This elisutility 
emters imnu'eliately into the (\stimatie)n of tlie future*. Them 
interest must be paid — Btihm-Bawerk explains how it can lx* 
paid — because men an) unwilling te) submit to any greater 
sacrifice tlian is indieate'd by that estimation of future value 

' Capital and Inttnst, p. 2S1. 

* Translated hy Scott ami Fcilliogon. Chap. IV. 
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(6 ?). It is only by iiitrodiieiiig cost that tlio share imputable 
to any particular factor of production can be deteriniiu'd. 

The general shortcoming of the Austrian theories^ both of value 
of cost-goods in general and of interest in particuUir, lies in the 
assumption of an independent value existing in the products .sc- 
curedj which value they seek to reflect back upon the instruments 
of production. But, having thrown out cost as a coordinate 
element in the valuation process, they have no definite connc'ct- 
ing link or limiting factor. Only by introducing cost is it ])os- 
sible to show why reproducible goods must have' value', anel why 
a part of that value must be re'turned to each by me'ans e)f 
production. 

It is another shortcoming of Bohm-Bawerk\s thought that 
he ignores the proble'in of the de'terrnination e)f wage's, le*aving 
unanswered the question, how is the pre)duct divide'd be'twe'i'U 
labor and capital? Wie'ser, in his Social Keonomtes^^ give's us 
what is probably the be'st-renmde'el attempt at a comple'te* the‘e)ry 
of distribution based on marginal utility which has e'ome* freim 
the le'aders of the Austrian Scheiol. It is a “marginal proeluc- 
tivity'^ theory based on the specific imputation of sharers fei 
labor and capital. The entreprene'ur\s inceime' e*e)nsists of wage's 
of management, intere'st on inve'ste'd cajiital, anel possibly an 
element of pure profits imputable to the e*ntre'prene‘ur functiein 
as such. Rent is much the same as in the Kicarelian tlu'ory, 
only the margin depe'iids not on cost but on the' impute*el jiro- 
ductivity of the instruments e>f production otlu'r than the' re'iit- 
bearing agencies. 

Followers of the Austrian School. — Among the folk)wers of 
the Austrian School, Robert Meyer {Frincipien der gerechten 
Besteuerung, 1884; Das Wesen des EinkommenSy 1887); Laun- 
hardt {Mathematische BegriXndung der Volkswirtschaftslehre, 
1885); E. von Phillipovich {Aufgabe und Methode der Politischen 
Oekonojnie, 1886, and Grundriss der Politischen Oekonomie, 3d 
ed., 1889); Emil Sax {Grundlegung der theoretischen Staatswirt- 

* For an excellent review see Mitchell, “ Wieser’s Theory of Social Economics,’* 
Pol. Set. Quart., March, 1917. 
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schaft^ 1887); and Robert Znekerhandl (Theorie de.s Prd.ses, 
1889), are e.sj)(*eially not(*worthy for writing's wliieli show ind(j- 
j)end(*nt thoiij^ht.^ Launhardt ji^ave tlu* Austrian theory a 
matluanatieal formulation, in this rescmblin{5 Walras. Sax has 
sui)|)l(*in(*nt(Ml Ih)hm-Raw(‘rk\s work by analyzing the s(*|>arate 
funetions of subj(‘etiv«‘ and obj(*etive value in eeonoinie life, 
and by showing the bewaring of tlu^ marginal-utility th(*ory on 
public ])olicy. 1I(* argU(‘s, for (‘xampl<‘, that tax(‘s should b(* in 
projiortion to the valu(‘ of thc^ s(*rvices to lx* performcxl by the 
stat(‘ as (‘stimated by tlu' citizcais, and that the* .‘^tatc should 
not tak(' goods out of individual hands wh(‘n they will yield a 
gr(*ater m*t incona* if individually held. Phillipovich, howev(*r, 
is th(‘ l(‘ading general th(X)r(‘tieian, and his (irundriss has had 
many c'ditions and wide* influence. In it la* criticizes Rohm- 
Bawerk’s theory of mter(‘st. He ngects th(» id(‘a of opposing tiu* 
valu(‘ of pn‘S(‘nt consumption goods to tla^ valm* of future goods, 
stating that actually we com|>ar<' tlu* values of th(‘ jin’scnt goods 
r(‘pr(‘S(»nt(*d by ca|)ital with an estimat(‘d valu(‘ of future^ con¬ 
sumption goods. 1'h(‘ fact that this comparison is g<ai(*rally in 
favor of th(» (aitn'pnaieur is the n\sult of the ('xisleaicc* of un- 
satisfi<*d wants for e*onsumption goods. 

Tli(' Italian, K, ('o.ssa; the Fnaichman, Block; the Juiglish- 
m(*n, Wickst(‘ed, Jalgcworth, and Smart; and the Anu'ricans, 
Patten, (lark, and Fe^tteT, may be mentioiu'd as Ixang specially 
iiifiuiMKX'd by or in sympathy with the^ Austrian Schcxil. Also 
th(' Dutch (economist, PuaNon (Lerrbovkf 1884). Some of these 
will nxxive furtluT commeait in the chaptei's on the more recent 
deveiopimait of (Economics. 

Philosophy and Method.- — The philosophy wiiich underlies 
the economics of the Austrian School is highly individualistic, 
and more* particularly it is that phase of utilitarianism that is 
known as hedonism. The Austrians appear to assume that the 

* Mataja, Soulier, and Kuniorzyn^ki are also to l>o mentioruMl. 

* If the roa<lor who is not versed in philosophy has not n'ad the Roneral intro¬ 
ductory di.seu.s.sion of the relation Indween philosophy and economies (i)p. S-lXl). 
ho can hardly expect to understand this section readily. The student should 
review it at this point. 
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good is known by balancing pleasures and pains, and that well¬ 
being is at a maximum when the number of those who have 
more pleasure than pain is the greatest. At least, this is their 
tendency. 

In the first place, self-interest is made supreme. Thus, 
Bdhm-Bawerk says: “For the generally recognized principle* of 
economy lies in just this, to seek the greatest utility with the 
least sacrifice.^’ ^ Furthermore, the leading idea of the School 
is that the object of desire is pleasure*, and that all volitional 
acts — which acts they regard as predominant — have happi¬ 
ness as their goal. “In the last analysis,” write's B()hm-Bawe‘rk, 
“according to our theory, it is with fe‘e*lings and se*nsatie)n ciuanta 
that we have to reckon.” - In exchanging, we* compare* the 
pleasures which are attached to the enje^yment e)f differe'nt ge)e)els; 
and for the most part we do this in a rational way. “Fiery 
enthusiasm for ideals and el(*me*ntary outbursts e)f instine*t have 
a far greater {)art in extra-econemiic acts than in the e*e)ol, e’al- 
culating deliberations which assign to a good its economic value 
based on the me)st rational use.” 

This philosophy, proce*eding as it does upon the gre)unel that 
men^s ends are states of consciousness ® and that men\s actions 
are guid(*d by reason, is at the bottom of the subjective stand¬ 
point of the School. 

It is of fundamental importance, then, to inquire if this 
philosophy be sound. Without att(*mpting to pass final judg¬ 
ment, one may say that it has been subj(*cted to much s(*rious 
criticism, — so much and so serious as to warrant the conclusion 
that it is an imperfect basis for a system of economics.^ Briefly, 
it has been objected that in making pleasure that obj(*ct of 
desire, the desire is taken for granted and so the cart is put 
before the horse; for we do not desire things — not in large 

^ Positive Theory of Capital (last German ed.), p. 332. 

^ Ibid., Vol. 1, p. 331. 

^ “. . . es sick nur urn Hn mehr oder minder von lust oder genuss handelt” 
{'ibid., pp. 31S-319). 

* Sec MartincaUr Types of Ethical Theory; Green, Prolegomena to Ethics; Sirlj;- 
wiek, Mrthods of Ethics; James, Principles of Psychology; Dewey and Tufts, 
Ethics, Urban, Valuation, Its Nature and Laws. 
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part, at Ic'ast — bocause they are pleasural>I(% but rather they 
an* pleasurable l)(‘eaus(* they gratify (l(*sir(*s. 

TIk'H* is a wi(l(‘ diffc^reuee b(‘tw(H‘u th(‘ two ways of looking at 
th(' niatt(T: The luMlonist of ^he sort n^prc^scMitc^il by th(‘ Austrian 
School tends to n^gard th(‘ individual as having a sort of ptissive 
mind, n^gistc'ring sensatioas determimnl from without, and 
grinding out calculations according to th(‘ laws of n^ason. He 
assuiiK's that scaisations and valuations are dinn'tly r(*lat(Hl. 
His critics (‘inphasiz<‘ character as the b;isis of de^^ire, and the 
pnMlispositions to jis shapcnl by biological and >ocial 

factors, 'riius, th(\v would attach mu(‘h gr('at(*r iinportancr^ to 
instinct and imitation cOs elements in guiding (economic activity. 
Inasmuch as nnai hav(‘ innate d(*sir(‘ t(aid(‘nci(‘s, they >ay, we 
find tluan sonnetimes valuing things that do not give* pleasant 
sensations, and attaching (h^n'es of value that are not in pro¬ 
portion to th(' pleasUH' di'rivi'd from pl(‘asant on(\’^. 

Naturally, taking such a viewv of th(‘ mind and its functions 
cOs th(\v do, th(‘ Austrian hiMlonists havi‘ Ixnai criticize 1 for failing 
to consider “personal r(‘f(‘rences“ in tin* valuation process, the 
|K)int l)eing that ol)j('cts often a<‘(|uire imputixl values through 
explicit acknow’liHlgimait on tlie j)art of the subje(*t for whom 
they (\\ist, the hx'ling of j)o.ss(‘ssion (“pride of ownership”), for 
(\\ampl(‘, being mon* than a im're hn'ling of the worth of the 
object and not profxirtional to “staisation.^^ 

When it conu's to classifying tin* thought of the Austrian 
S(*hool und(T the In'ads of iilealism or matiTialism, a certain 
measun* of dualism is found as is usually the case. The 
Austrians emphasize* human wants. They appe^ar to regard 
man as acting uinin prospective pleasure*s and pains, unhamperexl 
by objective limitations, anel to minimize the imix)rtance e>f 
costs and scarcity in the de^te'rminatie)n of marginal utility. 
Their phile)sophy, the're‘fe)re', she)ws traces of ielealism, or of 
tende»ne*ie's towarel idealism. Moreover, wc find ame)ng the 
members e)f the School a not infrcciuent re-sort to a kind of 
vseK'ial pe)int eif view; and certainly thenr medhod is deiluctive. 
FoundeHl on subjective ele'miMits, with utility as the demii- 
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nant force, the doctrine would seem to start with an idealistic 
slant. 

But as the structure of their reasoning is raiscxl, things ma¬ 
terial come to phiy a larger and l^gcr part. W(‘ obsc'rse that, 
after all, utility is made to depend upon the material — upon 
sensations, and upon the way in which goods pn'sent th(»mselv(\s 
to the senses. The Austrians, monw'C'r, were indi^’idualists, 
and opposed Socialism at evc'rv turn. Their marginal utility 
was the individuaVn feeling of the importance of a good in view 
of the number of units of the good available to him; nor did 
they attempt to conjure up a social mind to seiwe as th(' s('at 
of a social marginal utility. 

We have mad(‘ th(' attitude assumed towards man’s ability 
to deal with the ^^forces of nature” a practical t(\st of tlu'oric's 
concerning mind and matter, as these th(M)ries are manif(\st(Hl 
in economic thought,^ and on this score ch^ar evid(Mice may be 
found of a dominant strain of materialism in the Austrian doc¬ 
trine. Wieser is, after all, the most philosophical r('pn\s(‘ntative 
of the School, and in his Natural Value h(‘ clearly accf^pts the 
idea that man can never hope to gain the uppcT hand in his 
striving to satisfy his wants that depend on physical acts; for 
he reasoiLs that exchange values must for the most part ev(T 
run parallel with utility, and that is to say that scarcity will 
ever attend wants. This n^asoning is evidently biiscnl ui)on the 
theory of the indefinite expansibility of human wants, which 
makes it impossible for supply so to gain upon d(‘mand as to 
cause total values to d(\scend while total utility and want 
gratification are increasing. 

The conclusion to be drawn from this bri(‘f examination of 
the philosophical background of the Austrian School’s thought 
is that there are inconsistent elements in that thought which 
would have to be carefully fused into a synthesis if the system 
were to endure. Based ostensibly upon utility, and proce(Hling 
through subjective analysis, it would logically b(? associatcnl 
with idealism, and with a social point of view according to 

1 See above, p. 16, 
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whi(‘h th(‘ i!it(»r(‘sts of soci(‘ty would roiucido with tho>c of 
individuals. It would, in fact, citluT iis.suni(‘ that individuals 
in following? thcnr s(*V('ral dcsin's \vould 1)(‘ 1 (h 1 to act in harmony, 
or that Soci(‘ty would dominate individuals; and (*ither of thf»>o 
(\\tr(Mn(\s would lead to th(‘ accc^ptance of ioUd utility as the 
test of valu(‘ and productivity.* Hut iii'^h^ad, the Austrians 
turn to th(‘ individual and the concept of th(» marpein. Individual 
(\stimalcs must he limitcKl by individual i)oss(‘<sion of ^ood<, 
and marfijifis an^ of sij^nificanc(‘ as cx|)r(\s.Kini 5 not only df‘j^r(Hi 
of utility hut also d(‘gr(S‘ of scarcity, '^rhus tin* material (‘iiviron- 
nuMit plays a larjji* part. 

Whiles as has hesMi Ihe truth lie^s in a synthc'^i^ of 

idealism and mat('riali''m, the' Austrian eloe*trine', e‘speeially in its 
attitude* teiwarel e)hje‘ctive‘ limitations, falls .she)rt e)f the* re-eiui'^ite* 
l)alance': ide'aliMii dominate's in the* philoM)phie*al h;u-is, hut in the* 
structure* r(‘ar(*d upon it, the* mati‘riali''tic e‘le‘me*nt pre*ele>minate‘s. 

Hut if this crilie*ism of the* phileisophy is se)und, \\hat e)f the 
re*Iate*d suhje'e*tive* theH)rv e)f value*? d’e) put utility fe)r\vanl as 
tlie* force* which controls valuations, weiuld aho he* puttinji; the* 
e*art he*f()n* the* horse*, and to assume* a paralle*lism he*twe*e*u 
se'iisation anel utility (the Austrian's suhje*ctive* value*) is to 
e)ve‘rle)ok a e*onsiele*rahle* part e)f the* e*e)nelitie)ns e>f human e*he>ie*e*. 
Of the*'e*con()mic aspe*cts of tlu'se pennts more* will 1h* saiel in the 
ne*xt s(*ction. 

'file* Austrian Sche)e)rs theH)rv hreai^ht a ele*sirahle' de'Ve*le)pm(’nt 
in the* way e)f a tre*atme*nt e)f the* re*latie)n he'twiH*n .suhje*e*t anel 
ohje*ct; and it addesl te) the* (dassie*al lhe*ory in this re*spe'ct. 
The* e*niphasis e)f value* as he*in^ the* importance of an ohje*ct 
as re*ce)p;nize*el hy a suhje'ct wjis hounel te> le*ad te) a true'r anel 
nieire* human e‘ce)ne)mie*s, Thre)Ugh re*fe*re'ne*e to “the* marjjinal 
man’’ it was he)unel to kill the unrt'al *‘avera|^e man” e)f Smith 

‘ It irt intere'stiiiK to noto that ProfosMor .1. P (Mark is inon* consistont on thoso 
CoiiitH. Ilo, in liw I*hiio,>ioj)htj of Wtaith, lUTopfs society ase an orKaniHin, ami 
roKurds vaUm as o\pr(\sHinj? iiiarKinai utility to sorioty as a \vh<do. 'Phis is a kiiui 
of total utility and corn’spondH to what to u/ii/ iminuiual iniffht well s<H'in total 
utility in tho usual sc'iise*. Profossor (Mark is nl.*H) mon* philosophirally oonsistont 
in his optimism ami in his cH>m*e»ptioii of <*osts. He dtK*a not adopt the opportu¬ 
nity-cost ideas of the Austrians. 
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and Ricardo. The meinl)ei-s of tli«' Aii.-trino Sch.M.I (Ix'msdx-,.. 

however, developed their .^^nhprtidsm around an unreal 
ject”! They based it upon an crroiu-ons p.syeho/offy. 

The method commonly and most easily assoi'iated with a 
philosophical background such as that dcscrilxHl on the pre^ 
ceding pages, is abstract and deductive. Al)()ve all its abstract 
character is to be emphasized. The Austrians themselves have? 
uscm:! the words exactand “isolating’’ cOs characterizing their 
method, by the former meaning an exactness reached by simpli¬ 
fying the premises used, and b}^ the latter the al)stracting of a 
single factor or relatively simple group of factors for us(' in 
reasoning. Thus the essential characteristic of the nu^thod is 
its simplification by nmioving complications, — which nu'ans 
an abstract procedure. Human motives are us(m 1 as a basis, 
but first they are reduced to a w^orkable form by adopting a 
hedonistic analysis. No better example of such nu^thodology 
could be found than Bohm-Bawerk’s development of the “laws 
of price” in the Positive Theory of Capital, 

But abstraction is the beginning of deduction, and accordingly 
the Austrians make diminishing utility the starting point of a 
“system” built up by proceeding from tin* general and simph* 
to the particular and complex. This is illustrateil in tluMr un¬ 
folding of a theory of value from the prennise of diminish¬ 
ing utility, and a theory of interest from the pn^mise of a 
preference for present over futun* enjoyments. E. Sax may Ix^ 
said to have attempted a similar proc(‘duro in financ(‘ {Die 
Verkehrsmittel in Volks- und Staatsmrtschaft, 1878 T871)). Th(^ 
spirit of the school is seen in the words of Wi(\s('r who somcv 
where says that the laws of value are to economics as the laws 
of gravity are to mechanics. 

Some of the errors found in the theories of the Austrians are 
to be attributed to what is a weakness in their method, namely 
its tendency to overlook the importance of ample verification 
and due allowance for complicating circumstances. 

Critical Estimate and Summary, — The leading Austrian 
economists are justly called a “school.” In the first place, they 
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iiavr w<>rk<Ml in virtujil collalMmition; tlu‘n, i\uy in (M*iit(‘r- 
int^ attention upon value, th(‘ir value th<*orv laMuj' th(*ir 
(loctriiKS and finally, tliev proceed from a common p\vcliolo{i;y, 
h(‘doniMu, and pursue a common m(‘tluHl, th(‘ d(Hlu< tiv(‘, in 
tins of)posinji; th<‘ms(‘lv(‘s to the* Historical School.’ lOveu com- 
par(‘d with .levons, th(\v an* distinct; for h(‘, making value a 
Halation l)(‘tw(HMi goods, followcnl an objective (‘xchang(‘ concept, 
while* th(*y on tin* whole hold to a purely suld<^‘tive thc*ory. 
dims tli(‘y make* mon* use of psy(*hol()gy, and l(*<s of mathe¬ 
matics, than did .h*vons. 

Thr rssrnn^ of (he Austrian eronomir thought lies in its guest 
for an uliitnale and unified analysis of the causation (f valuCy 
has.^d on subjectivi^ni. And it may be obs(*rv(*d in advance that 
its achi(‘\'(‘m(‘nt ha*^ Imh*!! a d<M*p(*r analysis of valuation psy- 
cliologv, and a coordination of th(M)ri(*s. 

TIk* significance* e)f the* se*he)e»l appe^ars most cle*arly in ce>n- 
trasting it with the* ele)ctrine*s of the* (’hiNsical Se*heM)l. The 
Rie*arelian e‘(*e)nomie*s makc*s value* (*(pial edTeirt (*x|'M'ndeHl, —anel 
we*alth espial ('fTe)rt sav(*el; the* Austrians make* value e*epial 
utility (marginal), and we'alth (H|ual utility eir Siitisfae‘lu)n 
s(*cure'el. 'riic IRcardian thesiry is, in a s(*nse, dualistic, n*fe*rring 
now te) utility, ne)W to labor or e*fTort; the Austrian tluHirv might 
be* e*allesl an atte*mpt at meinism, the e*ffe)rt be*ing made* to Inise 
it upon utility alone*. Thus Ricardo maeie* two laws: one fe)r 
ne)n-re*pre)ducibl(* e*e)mmoelitie*s .se*arcity value; the othe*r fe)r 
n*pre)due*ii)le eine's cost of prexluction. Hut the Austrians fit 
e*e)sts inte) the*ir unifieHl schemie*, arguing that it is ne)t (*e)st which 
fune'tions, but limitatie)n e)f supply, and e*ost indirectly thremgh 
sue*h limitatie)!!. \Vu*se*r write*s: “We have trienl, above all, to 
abolish the dualism eif labor and utility, that combination of 
irre'e*e)ncilable causes, which only proves that the true cause 
has ne>t yet Ikh'ii ivce)gniz(Kl.^' - 

Acce)rdingly, while the Classicists re'fer to tcm|K)rary flue- 


* Mon^or and Udhin-Hawcrk both arc vorsod in his^tory, and noithor is blind to 
its merits. 

* “ The Theory of Value,” Ann. Anu'r. Amd., II, 003. 
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tuations and natural levels as controlled by different laws, the 
Austrians say there is one law for both; and what the former 
distinguish as ‘'value in use” and “value in exchange,” the 
latter combine as “subjective value.” It is fairly obvious, how¬ 
ever, that with their own distinctions between cost goods and 
monopoly goods, cost instruments and specific instruments, and 
the like, the Austrians themselves return to a sort of incon¬ 
sistent dualism. 

It should be noted, furthermore, that they made an impor¬ 
tant contribution in analyzing the different phases of subjective 
and objective values and their interrelations. And in this con¬ 
nection, they effectively laid the ghosts of “absolute value” 
and “inherent” value, which haunted the Classical economics. 
Unfortunately, however, they raised other ghosts — an unr(‘al 
“marginal utility” and a sort of absolute “marginal produc¬ 
tivity.” 

Finally, a great merit of the Austrians is their attempt to 
extend their theory of value in a logical way to the factors of 
production and to the distribution of income among tluan. 
Ricardo limits his theory of value to commodities, and it will 
be remembered that J. S. Mill was criticized for not broadly 
coordinating his theory in this regard. Menger, Wieser, and 
Bohm-Bawerk, however, attempt to extend tlu'ir value theory 
to the means of production. Wieser states: “We also wish(‘d 
to bridge over the chasm which yawns between the theory of 
value and that of distribution and especially of interest.” ^ 

After all has been said, it is nevertheless true that the Austrian 
SchooFs economics is essentially “Classical.” This appears in 
their opposition to Socialism and Historicism. It apjx^ars in 
the fact that their main ideas were soon to be combined with 
Classical doctrines to establish a Neo-Classicism. After all. 
Classicism rested upon a philosophy and a psychology. The 
Austrians in their large element of materialism, their individ¬ 
ualism, and their hedonism, were at one with the Classical 
economics. 


Ubid. 
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Marginal Utility. — (Criticism of the Austrians' philosophical 
basis, of their iiiaclcciuate recognition of the part played by 
costs, and of the one-sidedness of their interest theory, has al¬ 
ready been sugg(\sted. It remains to considcT the meaning and 
importance of marginal utility, the concept which is the center 
of tlu' Austrian S(‘h()()rs economic thought. 

Th(' OIK' great criticism results from their failure adetpiately 
to analyze marginal utility, a failure which accounts for their 
on('-sid('d adoption of a single ('hmumt in tlu' complex marginal- 
utility conc(‘pt as re]K*e.senting th(' whole.^ The Austrians 
c(‘nt(‘red tlii'ir theory upon the want, although marginal utility 
is its(‘lf an (*\pr(*ssion not only of wants, but also of limitations 
upon th<' satisfaction of wants set by supply conditions, in¬ 
cluding th(' mat('rial and tlie institutional (‘nvironnKsits. 

AIor(‘ than this, - ■ in addition to tlu'ir one-sid(*dness, — tlnar 
tn'atiiK'nt of wants and utility shows serious shortcomings, as 
follows. 

(1) On th<* utility side, (a) their theory has the limitations of 
on<‘ bas(‘d upon a pl(*asur<'-and-pain psychology (Hedonism). 
In building up a theory of value, tlu'ir fundamental hypotheses 
deal with ini're s('nsations, or jiossibly fe<*lings. But sensations 
ar(' not, as such, pU'asun's; nor are pleasures desires; nor are 
di'sin's valiK's. We may have sen.^ations without des'.re, and 
(h'sires without s(*nsati()n. Tlu'n'fore, sensation cannot be the 
basis of value. Tlu' trui' (’hain of causation is: First, the char- 
act(T and ‘Me.sire disposition” of the |K'rson; second, the de.^ire; 
third, tlu* gratification of tin* de.'^irt'. The pleasurable .'^ensation 
(if one is involved) does not determine the de.sire, but dejxmds 
upon it. 

(6) The Austrian theory is too individualistic — too ration¬ 
alistic in that it overlooks important institutional facts, and 
important motives. The indirnduaVs desires depend partly upon 
impersonal valuations which are affected by participation with 

' For criticiam of the Aiistriana at'o tho writing of Diotzel, Loxis. Gerlach. and 
Bortkiowi»‘z, in Gorman; Boiiar, CarlUlo, Maovane, Vol)lon, and Davenport, in 
FiiKlish; Lamlry, in French; and Loria, in Italian. 
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others in social valuation processes. Customs and moral judg¬ 
ments affect him. The existing distribution of income affects 
his purchasing power. Also much non-rational psychosis affcnds 
him, as for example the important i)art playc'd by instincts. 
Put in general terms, the Austrian theory is too abstract. 

(c) It cannot be said that the Austrians have succcmmIcuI in 
bridging the gaj) between individual sensations and tlu^ ph(‘- 
nomena of market value or price. Marginal utility is a purely 
individual phenomenon. It is difficult, to say the least, to com¬ 
pare men’s judgments, the difficulty lying chiefly in the diffca- 
ences among indmduals’ sensibilities, tast(‘s, and j)urchasiiig 
powers. Yet such a comparison is ne(‘(‘ssary in ord(*r to arrive 
at an exchange value. In no real scaise can tlaae be a social 
marginal-utility scale. The Austrians leap from a i)ur(‘ly sul)- 
jective basis to a conclusion containing ol)j(‘ctive phcnoimaui. 

(d) The quantitative relation of marginal utility to value* is 
not scientifically demonstrable, but at lK‘st rc'sts upon a loose, 
empirical basis. No exact measuremc'nt is possible*, as value* 
is not a quantity in the mathe*matical sense*; and, while} value 
may generally move in the same* dire*ctie)n as ple*asurable se‘nsa- 
tion, — if and when relatexl to such sensations, — no e|uan- 
titative relation can be assume*d. 

(2) On the marginal, or supy)ly-limitation siele, the Austrian 
theory is subject to the following aelve‘rse} criticisms, in) The 
margin is but an index e>f a te^tal situation, and the marginal 
unit is marginal only because the; total number of units is what 
it is. In fact the te)tal utilit}’^ is gre*ate*r than “marginal utility X 
number of units.” This fact the inelivielual may rejceignize*, and 
in case he anticipates possible scarcity his valuation will be 
affected. (Thus we account for the Austrians’ insiste*nc(* on the 
assumption that additions can lie made to the stock of goods 
under consideration.) 

(6) The essentiality of a consideration of cost, such as has 
not been givem by the Austrians, has already been stated. They 
have failed to cover the valuations of producers or s(;ll(;rs, and 
the determination of sellers’ offers, a difficulty which they try 
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to escajM' both by roducing cost to utility and by minimizing 
the soll(*r\s purl in exchange. Perhaps this failure lies at the 
bottom of th(jir inad(Kiuacy in the tlu^ory of di.stril)utions. 

Under this h<*ad, a point des<‘rving criticism is the adoption 
of a con(;(‘ption of cost which inak(*s it d(*p(*nd upon utility; 
thus, by d(‘rnution, eliminating consideration of what may 
crudely be calh'd pain cost. We find th(j Austrians referrirtg 
the (‘ost of oiH' good to the utility of another good tliat must 
Im' giv(‘n up to g(‘t tlu* former; and so on without end. In short, 
th(»y would allow costs to exi.st only when ‘‘alternativ(‘s^' (*xist, 
and th(*y would regard costs as Ixang d(*iM‘ndent uj)on and 
measured by th(‘ “opportunities’^ that present them.selves. 
Tlu'V do not s<‘i‘ that, wlieii w(‘ conn* to production, an “oppor¬ 
tunity” c-an lx* m(*a.sun*d only by comparifig the net advantage 
of taking one alt<‘rnativ(‘ with tlu* ne* advantage of th<* other. 
But th(' net advantagi' is found only l)y comparing in(*ome with 
(‘xpen.'^i'; and (*xp(‘ns(‘s are what they are iKHxvuse of tin* unwill- 
ingne.ss of mn\ to und<Tgo the* ri.sks, irksomen(‘ss(‘s, and fatigues 
of production. 

This sliortsightedness is associated with a narrow individual 
point of view; for it is only an individualist who could Ik' content 
to .stop his analysis of cost with “outlay ex})enditure,*’ and 
not iiKiuire why such outlay is n(»ce.ssary. The individual busi- 
ne.s.s man tak(‘s his “(‘xpiarses’’ for granti'd; but the econornhst, 
in the interest of soci(*ty, will ultimately go back of ex|KUiditure 
to the cau.s(‘s that limit tlu' factors for w’hi(*h the outlay is made. 

One result is th(' tiuuliMicy of marginal utility theorists (Aus¬ 
trian and other) to rely upon a “marginal productivity” theory 
of di.stribution, thus jus.suming the location of the “margin” for 
the utilization of each factor of production.* In this way, they 
avoid cost, but tlu»y are l(‘ft without any adequate explanation 
of the total product or the s|x?cific contributions of the several 
agencies of production. 

(3) The theory do('s not cover all important value phenomena, 
and th(' exceptions are so important as to overthrow the “rule.” 

* Bohm-Hawerk uttemptod to get away from this. 
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Among these exceptions are the following: All cases of imper¬ 
fect competition and of barter, cases of one-sided competition 
(among sellers), reproducible goods, labor (?), money (?). An 
hypothesis which will not work in cases of monopoly, nor unless 
the ‘^marginal pairs” are very close together — one which forces 
us to resort to the cost of a substitute when a good can be dupli¬ 
cated — one which has not been successfully applied to the 
valuation of labor or money, — such an hypothesis is not satis¬ 
factory as the basis for a theory of economic value. 

The absence of any adequate treatment of wages is a notable 
deficiency in the Austrian writings. 

It is the generally acce])ted fact that the leaders of the Aus¬ 
trian School have served to broaden and clarify our ideas by 
emphasizing the subjective; but perhaps a majority of econo¬ 
mists will now admit that both the novelty of their theory and 
its significance as providing an adequate basis for reconstructing 
economic science, have been overdrawn. Objectiv'e limitations 
remain as an important factor necessary to the explanation of 
valuation levels.^ 

' This, in the last analysis, is all that Professor Vcblen means when he points 
out that the marginal-utility theory is optimistic, tcU'ological, and not based on 
a causc-and-effect relationship. By adopting a purely subjective standpoint, for 
example, man is regarded as acting upon future consideration with an abstract 
belief in his power to control his destiny. And, in assuming that men act merely 
upon estimation of prospective pleasures and pains, a truly .scientific cause-and- 
eflFect basis is impossible. (Cf. Veblen's article in Jr. Pol. Econ., XVII, 020, 
1909.) 
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Alfred Marsh/ilVs Synthesis 


( IIAFnCIi XXXII 

MARSHALL, AND HIS SYSTEM OF EQUILIBRIUM ‘ 

Tli(‘ sul)j(‘ctiv<‘ valiK' (‘(‘onomists, and notably th(‘ Austrian 
School, und(‘rtook to reconstruct the (’lassical economics iij)on 
a foundation of “utility/' Alfre<l Marshall (1842 1024) under¬ 
took to utilize th<‘ n(*\v thought material supplunl by the sul>- 
jcc(iv(‘ school in liuildinj*; a deep(‘r and stron^cT foundation, and 
at th<‘ sanu* tiiiu* to maintain and improve tlu^ old structure. 
He, lik(‘ tli(* Austrians and J(*vons, sought nTonstruction; but 
unlike tlaan, h(‘ saw that much of the ('la.s.sical doctrine wjus 
sound and logically habitable. By bn^aking down partitions, 
cutting windows, and adding rooms, he nunodehal the ('la.ssical 
syst(*m so elTectivi'ly that .sinc<‘ the a])j)«M\rance of PnncipU\s oj 
Profinmics in 1890, his ‘‘N(‘o-C4as.'^icismhas Ix'come recognizc'd 
in th(* iMiglish-speaking world a.s th(» most s(‘cun*, convtuiient, and 
harmonious stopping jilace now' available for economic scuutce. 

Marshall is not to b(‘ thought of as sinking to demolish the 
economics of Smith, Ricardo, and Mill. II(' sought to .suppU'- 
ineiit it. 1I<‘ souglit a synth(\sis, first of the utility tluory of the 
Austrians and tlu' cost theory of the Cda.ssicists; second of the 
various conflicting ehunents in the thought of those who on the 
whole' accept(‘d the Cla.ssical doctrine. He was no mere eclectic, 
bc'iist of all was he a mere critic. With understanding, depth of 

* Marshall’s chief works arc»: Economics of Irulustry (1879); Princifflcs of 
A>o/jo//hcs (IS9(); last or Sth eU., 19*20); fniuslry and Trade (1919); Moncy^ 
and ('ommcrcc (1921). On Marshall, cf. the following: Keynes, J. M. 
^ed.), Official Papers of Alfred Marshall: Pi^ou, A. C. (oil.), Metnorials of Alfred 
Marshall (192.5); lloniaii, P. T., Pontemfiorary Economic Thouyht (19*28), 
l»l>- 19.5-*28(); Davenport, 11. J., Value and Pisirihution (P.KIS), Chap. XX; Scott, 
\V. A., The Development of Economics (P.Kia), Chap. XXVI. 
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insight, and great logical consistency, he saw truth in discon¬ 
nected or seemingly antithetic doctrines, and put them togc'ther 
as a connected whole. MarshalFs synthesis, as wo may call it, 
is not perfect, but it is a masterpiece, and as a ivhok has prob¬ 
ably never been surpassed as an explanation of ('conomic life. 

Marshall was born in London. Coming from a middle-class 
family of moderate means, he received a good schooling in the 
classics, and then specialized in mathematics at Cambridge. 
But here he became acquainted with T. H. Cfn'cn, Mauri(*(', and 
Sidgwick, through whom he gained an interest in philosophy, and 
he studied Kant and Hegel. Soon he came' nndor tlu* influ(Mic(‘ of 
developments in biological thought, and th(' Darwinian concf'pt 
of evolution became part of his mental equipnu'iit. Th(*n, too, as 
his acquaintance with the social sciences gr(‘W, lu^ was influencc'd 
by the Historical School — especially b}" SchmolliT and by Toyn¬ 
bee— and the doctrine of relativity was inij)r(‘ss(‘d upon him. 

As he developed as an economist, he familiarized hims(‘lf with 
the thought of Jevons and the Austrian School. H(‘ (examined 
the theories of F. A. Walker, the American (‘conomist. He* delvc'd 
into the less known works of Cournot, von Thiinen, and otlu^r 
Continental writers. 

Thus our young mathematician became a broailly trained 
master of social science, — he was ])rof('ssor of (economics at 
Cambridge from 1885 to 1908 — well equipped to carry on the 
work of reconstructing the body of economic doctrine' inh('rit(‘d 
from his English predcce.ssors. For that is what Alfred Marshall 
did. He, in a real sen.se, started his system of economics with 
Mill, much as Mill had started his with Ricardo. (Indeed, it is 
not difficult to find kinship of spirit between Mill and Marshall.) 

Certainly circumstances were propitious. The ('la.ssical doc¬ 
trines of John Stuart Mill, which had been avseendant in J<]ngland 
for thirty years, had been seriously undermined, and economics 
had again fallen into disrepute. As the generation which had 
known the Napoleonic wars, and the tariif and currently issues 
which followed, passed, the center of interest had shifted. 
Militant Socialism and an organized labor movement attacked 
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(.Classical ecoiioniic doctrinos as formulated by Ricardo. The 
Historical School (‘fT(*ctivcly challciigc^d some of the postulates 
assuiiK'd by Smith and Ri(‘ardo, and (*mpha.siz(‘d the complexity 
and chansinK character of economic life. Finally, the Austrian 
School and Jc'vons (*xpos(‘d the weakne.ss of a theory of values 
determined sol(*ly by cost. 

M(‘an\vhil(*, jj;reat chanj^es had occurn»d in the technique of 
economic lif(\ Numerous iinaaitions and an undreamed of use 
of machinery; fr<‘(juent raj)id and .sweepinj;^ readjustments in 
(*mploym(*nt and (‘iiterprisc*, and ch^arly marked bu.siiK^ss cycles; 
bankin^^ and financial d(‘V(‘lopm(‘nts based upon the growing use 
of criMlit; trusts and cart(*ls; and withal, an expan.sion of the 
part play(‘d by tiu* stat(‘ in n‘gulating economic life — the.se 
w('r(‘ among tlu' changcHl conditions which confronted Marshall. 

Marshall’s Economics. Political Economy, or Eco¬ 
nomies,’’ wrote* Mai*shall, “is a study of mankind in the ordinary 
l)usin(‘ss of life*; it (‘xainin(*s that part of individual and social 
action which is most elos<‘ly conn(*ct<*d with the* attainment and 
with tlu* use* of the* mat(*rial rc‘quisit(‘s of well-being.” ' 

At once we* ne)te* the* re*f(*re*nce's to “l>u.<ine‘ss,” “individual 
actie)n,” and **inate*rial re*quisite.s.” Ihit at once, too, we note 
that it is the* l)usine‘ss e)f hfe with which he is concerned, that the 
mat(*rials are* e)f int(*re*st as n*(|uisites of inll-beingy and that 
individual and social (iction are be)th involved. Ficonomics is a 
study e)f fnankind. The* ke*y to Marshall’s synthesis is his concept 
of the* scie*nee* as a twe)-.side*d study of “wealth” and “man,” 
with the* latte*r primary. 

This appre)ach, howe'ver, leads him to no denial of law or 
minimization of the* .scientific characti*r of F>onomics. Marshall 
thinks that Ee^onomics must be a .science, and that therefore it 
must deal with the measurement of the regularities or uniform¬ 
ities which he is sun* exist in individual and social action. It 
diff(*rs from the ])hysie*al sciences, chiefly, if not solely, in that it 
deals with tlu* “c'ver changing and subtle forces of human na¬ 
ture.” 

* PrinciiAea of Economics, 8th ed., p. 1. 



640 


HISTORY OF ECONOMIC THOUGHT 


Such being the case, Marshall consciously and sp(*cifically 
limits economic science to such forces as are subject to inc'asure- 
ment in money.^ The force of human motives and the rt'lation 
between pleasures and pains, while not directly nu^asurabh*, can 
be approximately measured by the sums of money required to 
induce individual action. In this connection, we note he con¬ 
siders that money has marginal utility to individuals. 

This is not unlike Bentham’s conclusion,^ and would have 
been accepted by the Classical economists. Jhit Mai-shall 
greatly limits the field for such measurements, and is (*an‘ful to 
point out the abstraction involved. They do not expr(\ss sums 
of satisfaction; and differences in individual sensibilities and 
incomes must be allowed for. Custom and habit are factors in 
human choices. Men sornetinu's work for the phvisure of work¬ 
ing, for the approval of their fellows, or for power. He points 
out that the motives to voluntary collective action are great 
and growing. 

In short, Marshall proposes to limit (iconomic science to 
dealings with one side of man's life, studying individuals as 
members of industrial groups, and relying much upon th(‘ uni¬ 
formities of action which ap})ear when the averagers of largt) 
numbers of persons are considered. 

The goals or ends of life, and the qiiaUiy of human motives, 
are, as Marshall puts it, ^‘more the concern of th(j philosopher" 
than of the economist. 

Yet strangely enough in an academic scholar— though true 
to the Classical tradition — this Cambridge prof(\ssor always 
had practical values in mind. He says, “the dominant aim of 
Economics in the present generation (!) is to contribute* to a 
solution of social problems." Like most of his great lOnglish 
predecessors, Marshall was a great humanitarian. 

In this mixture of abstract scientific approach with an interest 
in practical humanitarian goals, as well as this emphasis on the 
money measure while ho dwelt at length upon its limitations, wo 
find elements both of strength and of weakness in Marshall's 

^ Principles, Bk. I, Chap. ii. * See above, p. 248. * Principles, p. 42. 
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thouf^ht. It n*pr(\s(‘iits an attitude that k(‘i)t him from undue 
simplification and from hedonistic ethics. Hut it results in a 
c(‘rtain lack of (l(‘finit(Mi(‘Ss and clarity which at points amounts 
almost to confusion. One must fend that a little more heroic 
abstraction, and a inoni rigid adherence to the field of clearly 
measurabk? individual choic(‘S, might have been more fruitful. 

On th(' on(‘ hand, w(‘ find th(‘ following: Marshall sought an 
abstract sci(‘nc(* (l(‘aling with only a part of man. He explicitly 
as.sum(‘d the existing society—presc^nt projK'rty rights, free 
individual initiative predominant in business, etc. — subject 
only to gradual chang(\ This would suggest a positive and ‘‘pro¬ 
visional” science*. 

Moreov(*r, his whole approach is bas(*d upon the concept of an 
equilibrium of causal forc(‘s. IL* did not m(‘r(*ly describe eco¬ 
nomic life*. lie* eliel neit fall back upe>n ])re*d(*termined mathc- 
matie*al “e‘e|uatie)ns.” He* eliel neit shift the* burden of explanation 
te) “se)cial e'eintreil” thremgh in.stitutieins. 

Hut, e)n the* e)the*r hand, Marshall trie*d to deal with actualities 
— with ce)ne*r(*te* re'aliti(*s. And he made a gr(*at effort toward 
unifie‘el tre*atme*nt eif life*. The “princii)le of continuity,*^ its he 
calls it, is ge’iie'rally in his minel, and le'ads him to consider all 
human me)tive*s ^\hich ae*t re*gularly, including ethical forces.^ 
First, he se)ught to ele»al with e*e)inple*x interrelations among 
e'e*e)nomie* fe)re e*s, anel to alleiw fe)r the* minute* gradatiems by which 
varieius e'ceineanic goeiels and ince)nu\s shade into e^ne another. 
Se*(*e)nd, he unele*rte)ok to alle)W’ for changes which come in time, 
anel for an e*ve)lutie)nary ce)ntinuity. The re*sult is that he seems 
to be striving, afte*r all, feir a complete and final statement. 

Meire* than any e)the*r e*conomist whe) has accepted the idea of 
pe)sitive' eM*e)ne)mic laws and e'quilibria of causal forceps, Marshall 
atte*m])ts te) allow' fe)r changing institutions and to introduce into 
his syste'in of e*(*one)mics the* coinplc^x interrelations and minute 
gradations e)f phene)mena. It is a pow’e*rful e*ffe)rt. It was a worth- 
whilei effort, as its influen(*e has proved. Certainly it effectively 
expe)se*d the* limitatieins e)f economics as a science, and at the 

^ PrincipU'S, Profaco to first ed., p. vi. 
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same time pointed out its bearing upon tlie whole of human life. 
But we may well doubt whether so sweeping a synthesis as 
Marshall attempted is possible. 

Value: Demand and Supply. — MarshalFs economics centers 
in the problem of the determination of value, which h(' con¬ 
sistently regards as a problem of equilibrium b('tween tlu* dual 
forces of demand and supply. 

Ricardo had suggested such a unification of tn'atiiK'iit, but 
did not fully accomplish it. The Austrians and Jevons made 
value the center of their thought, interweaving ‘^distribution’' 
therewith. ^Marshall brings all ('conomic i)roc(\ss(\s more* cl(‘arly 
and logically within the focus of value' than his pre‘ele'e'e*sse)rs, aiiel 
his greatness as an economic tlu'orist re'sts largely upe)n the^ 
measure of success he attains in e\stablishing the' “price' sys¬ 
tem" as a scientific explanation e^f economic life'. 

Somewhere he says: “In spite of a gre'at varie'ty in de'tail, 
nearly all the chief problems of econeanics agre'e' in that the»y 
have a kerned of the same kind. This ke'rne'l is an inquiry iis te) 
the balancing of two opposed classes e)f me)tive's, the e)ne' e*e)n- 
sisting of de'sires to acquire ce'rtain lu'w gooels, anel thus sati.sfv 
wants; while the other consi.sts of ele'sire's te) a\'e>iel ee'rtain e'fTe)rts 
or retain certain immediate e'lijoyme'nts . . .; in e)ther worels, 
it is an inquiry into the balancing of the fe)rces of ele'mauel and 
supply . . ." ^ 

By demand, in this causal semsc', Marshall me'ans a sche'dule' 
of what he calls the “demand price's" of the* pote'iitial buye'rs e)f 
a commodity. Each individual buyer has a “de'mand prie’e*" 
\rhich reflects an equilibrium betwe'cn his marginal utility for the) 
good in question and (usually) his marginal utility for mone'v. 
Naturally, the law of dimini.shing utility plays an impe)rtant 
part. Similarly, supply moans a sche'elule e)f the) “supply prie*e's" 
of would-be sellers, th('se reflecting the'ir seve'ral ce)sts and the 
marginal utility of money to them. 

Value is determined as an equilibrium between the'se* se'rie's e)f 

^ Principles^ 2d ed., p. 383. (This form of statement wjuj subsequently omitted 
by Marshall.) 
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price's'^ and *^supply prices/' They may be repre- 
s(^nt('(l graphically by two “curves," whose intersection ap- 
proxiInat(^s th(‘ (‘(piilil)rium fxiinl. At this point, the marginal 
d(‘maii(l pric(' and the* marginal supply price for the quantity of 
goods (*xchang(*d, would be approximat(*ly (*qual. 

Thus Man>hall utiliz(*s some of the Austrian School's analysts 
on th(‘ de^mand >id(*, while' re'taining ce)st facte)rs as developed by 
the* ('lassie*al Se*he)e)h on the* supply side*. His pe>sition is indicated 
by his w(*ll-lvne)wn anale)gy: value* is like* the ke*ystono of an arch, 
the* (we) siele*s e)f whie'h are de*nianel aiiei supply. 

In his tre‘atme*iit e)f ele*injinel and supply, he present^ excellent 
discussie>ns e)f “e'lasticity," anel of “je)int" and “composite" 
ce)ndi(ie)ns, fe>r whie‘h he de‘serv(*s crenlit. 

Hut the* time* fae*te)r e'liter" the pre>ble‘m of equilibration, and 
Marshall fe)lle)ws his dasMe^al pre*de*e*(*sse)rs in distinguishing 
“marke‘t value*^” from “ne)rmal value‘s." The former are “tem- 
pe)rary e*quilibria” whie*h “ele'pe*nel little*, if at all, on calculations 
with re'gard te) e*e).st e)f pre)ductie)u," but e)n present d(*mand and 
ste)e’ks available. De'inaiiel is the* active* facte)r in short perie)ds, 
anel the* [)rie’e‘ te*nels te) be* le)w e*ue)ugh te) alle)W the marginal l)uyer 
te) e*le‘ar the* marke*t. “Xe)rmal value's’’ are* “stable e<juilibria" 
whie*h we)ulel l)e* attaiu(*el if sufficie*nt time* we*re given to allow 
the* ue)rmal ae*tie)u e)f e*e*e)ne)mic fe)rce*s te) work itself out. His 
cone'lusion is (hat “the* value* e)f a thing tends in the long mn to 
ce)rrt*spe)nel te) its cost e)f pre)ductie)n.” * In othe*r words, normal 
value* te*nels te) e'eiual e*e)>t e)f pre)eluctie)n. 

The* te*rm “ne)rmal," howe've'r, may be uschI in two senses.- 
In one* (*ji.se», whie*h Marshall (*alls she)rt-p('riod, or sul>-normal, 
the (*xisting raw mate*rials and appliance's of pre)iluctie)n have to 
be take'll fe)r grantc'el, and marginal supply price is that which will 
induce* produce'rs te) preieluce all that th(\v estimate will be worth 
their while with e*xisting equipmc'iit. In this case, there is in- 
wsufii(*ient time* uv ability te) adjust production costs (and demand 
would play a me)re' de*cisive part). In the othe^r case, which he 
calls long-p(*rie)el, eir true normal, the “normal action" of eco- 

* PrincilUt s, p. 348. * Ibid., pp. 497-498. 
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nomic forces could work out more fully, and equipment, labor 
force, organization, and volume of production could bo fully 
adjusted. Presumably this would take more time. In this case, 
the ‘‘marginal ^supply pricewould become such as barely to 
induce capitalists and laborers to supply their services (which 
evidently means to Marshall much the same as barely cov(Ting 
their costs). 

Thus, with great refinement, many distinctions, and ('xpand(*d 
analysis, Marshall arrives at the old conclusion of a market pri(‘e 
determined by the “higgling of the market,and a natural value 
(“normal pricenesting upon or “corresponding to“ cost of 
production. The explanation is mon' ample and satisfying than 
can be found in Smith, Ricardo, or ]\IilI. Th(' tr(*atincut of (I(^ 
mand is incomparably better, and “ costs are considen'd more 
comprehensively and consistently. The result is much th(‘ saimd 

But what is “cost of production“? ^Marshall is keiMily awan? 
of the difficulties of the concept and of sonu' of the limitations 
involved in accepting money payments as measunss of (‘ost. Ih? 
draws a clear-cut distinction between the “r(‘al cost of produc- 
tion^’ and the “money cost of production,'^ and suggests that 
the latter be always referred to as “exp(Mis(\s." The “real costs," 
he states, are the “exertions of labor," the “abstiiuMicc's or wait¬ 
ings" of savers of capital — all the efforts and sacrific(‘s din'ctly 
or indirectly involved in production. TIk* “('xp(*ns(‘s" are tlu* 
sums of money that have to be paid for th(\se (efforts and sacri¬ 
fices — he adds: “In other words, they an^ its [a good's] supply 
price." ' 

The relation between money “prices" and consumers' satis¬ 
factions or producers' “real costs" presents one of tlu^ gr('at<\st 
difficulties met by those who seek a causal explanation of (eco¬ 
nomic life. Marshall does not evade this probh^m. He pr(\sents 
some solution of it. It must be admitted, however, that in this 
case he unduly simplifies things (aided by his assumption that 
money has marginal utility) and lays himself open to criticism 
at points by treating “expenses" as the equivalent of “costs." 

* Principles, 4th ed., p. 418. 



MARSHALL, AND HIS SYSTEM OF EQUILIBRIUM 645 


Distribution. — The idea of a balance or equilibrium between 
doniaiid and supply, carries ov(t into MarshalUs th(?ory of 
Distribution. Ho uses the marginal analysis comprehensively, 
applying it both to consumption goods and to agcmts of pro¬ 
duction. All valu(\s are int(‘rrelatfsl through a process of ^^sul> 
stitutiori'^ at margins of utilization of go<xls and services. In 
fact, ho consistently treats distribution as a part of th(‘ valua¬ 
tion proc(’ss. His (‘xplanation of normal price gO(\s back, through 
“supply pric(',“ to the normal payments for the ser\icos of 
productive* factors. 

According to Marshall, that which is distributed Is a sort of 
“National Dividend,” which repres(‘nts the annual net earn¬ 
ings of a nation. This “is dividcMl up into (warnings of lalxjr; 
int(Test of (*apital; and lastly the produc(*r*s surplus, or rent 
of land and of oth(*r difT(‘rential advantage's fen* pre>eluction. It 
constitut(\s the* whole* e)f the*in; and the* large‘r it is, the* large*r, 
othe*r things l)e*ing eniual, will be* the* .share of e*ach eif the*in.” ^ 
Pre)l)al)ly unel(*r the influe*ne*e* e)f English ('hussie^al e*ce)noinics, 
he may be* said, e)n the* whole*, te) e*oiLsid(*r that the*re are* only 
thre*e* elistine*t fae*te)rs e)f pre)eluctie)n: Labor, Lanel, anel ('apital. 
He se'e'ins te> r(*cognize* the iinix)rtane*e e)f “e)rganizatie>n.” Ho 
attribute*s a more* elistinctly iiniK)vtant part te) the* e*ntre*pre*ne*ur 
than eliel his English pr(*eleM*e*s.si)rs, anel treats him as the* gre*at 
ine'ans threiugh whie-h the* prine*iple e)f substitutie)n is applie*fl 
in the* use e)f labe)r, lanel, anel e*apital: ye*t it re*inains true 
that Marshall is inclineHl te> reHlue’e “e*nte*rprise*” e'ithe*r to a 
spe*cie*s e)f labe)r (manage'ine*nt) or te) a form of diffi'rential ael- 
vantiigo (se*curing a “e|iKisi-rent ”). 

In genie'ral, we are te)ld that the “shares” in the “natie)nal 
divieleniel” ele*pe'nel ujx)ii the elennanel-anel-supply fe)rce*s as 
be*aring upe)n the se've*ral factors e)f prexluction. De'inanel is 
largely depenelent upon the* net proeluct of the marginal incre*- 
ment of each factor. Supply, in the long rutiy is gove*riu*el by the 
cost of proeluction, except in the case of “land.” 

One e)f the more questionable devices used by Marshall 
* Principlca, p. 536. 
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should be mentioned here, namely his concept of a ^^represent¬ 
ative firm/^ Such a firm is conceived of as one which, as others 
struggle into existence or decline toward failure, continues to 
charge prices which cover normal expenses, including manage¬ 
ment. These ‘‘representative” firms, therefore, seem to include 
all firms in an industry except those which are sub-marginal. 
But why not consider all the firms in an industry in a single 
series, with a single marginal firm or group? Why is the strug¬ 
gling new firm, or the old firm that is about to gi\'o up the 
struggle, not just “sub-marginal”? The significance of a repn^- 
sentative firm lies in what it represents. Evid(Mitly Marshall 
thinks of efficiency, and considers all firms as falling into 
two great classes: the “representative,” and th(' unn^present- 
ative! Then why not treat laborers and capital instruiiKMits 
the same way? 

After all, what does such a firm “represent”? lOvidently 
some average conditions, modal or othcT. But an av(a-ag(' im¬ 
plies a total situation, and, upon analysis, Marshall's total in 
this case seems to mean all firms which s(^ll at or above' cost, 
and thus make some “profit” (on their capital) in (he long run. 
Thus one may ask, is he not begging his question by asMuning 
that the general margin of production is a profitable' e)ne'? At 
best, this device secerns to be a mere identity between “normal” 
and “representative.” 

His thought does not need this device', anel it may be that 
he adopted it because (1) in his short pe'riexls he femnel it 
difficult to relate his theory to cost, anel (2) in his the'ory of 
“profits” he holds that this share is neither de^pende'iit upon 
business risks nor upon exertion.^ 

On the whole, and at bottom Marshall's theory of distribu¬ 
tion is dominated by costs. 

Take wages^ for example. (1) He states that the normal wage 
is sufficient to enable a laborer, under normal conditioas e)f 
employment, to support a normal family acce)reling te) the 
normal standard of living. This suggests a standard-erf-living 

* See below, p. 648. 
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theory. (2) Ho states that wages tcMid to ('Cjiial the? n(‘t product 
of lal)or; l)ut ho rightly adds that wages an? not goverru'd by 
the marginal product. (That product is just an incidcuit to 
the marginal us(‘ of labor, goveriuHl by supply and demand.) 
For short pcTiods only, do wages t(uid to follow the pric(*s of 
goods prodiUM'd. (3) He state's that de'mand and supply cx(?rt 
a ''coordinate' influence” upon wage's.^ (4) Hut MarshalFs 
thought is l)fis(Hl upon "normal,” or long-run tendenicies, and 
he state's that the' e'e)nstant te'iielemcy for e*ae*h "age*nt” e)f 
prexlue*!ie)n (ine'luding labe)r) io ge't a sufficient rewarel for its 
"('ffe)rts and sacrifice's.” - If rouflitions were nUihle^ this tendency 
we)ulel bring an adjustme‘!it be'twce'ii supply anel elesnand such 
that lal)e)re'rs "wexilel e^arn ge'iu'rally an ame)unt that ce)rre'- 
spe)nele'el fairly with the'ir e'e^st of rearing anel training,” allowing 
fe)r ce)nve'ntie)nal ne'e*(‘ssarie's. 

Appare'iitly, the‘re‘fe)re', e)nly the jis^'iimption of cemstant 
e'hange' ke'e'ps Marshall frenn saying that wage's tend te) eeiual 
(*e)sts: (a) e)f re*aring anel training, (h) e)f living, and (r) of work- 
ing 

MarshalFs land rent the'ory is essentially Ricardian, with a 
le'aning toward MilTs alte'rnativcMise theniglit. Hut he broadens 
the' rent e*e)ne*e*pt by distinguishing "e|uasi-rentsthat is, 
tempe)rary eliffe're'iitials arising freim natural advantage's ]X)s- 
sesse'el by any e'e)ne’re*te age’iits e)f proeluctie)n. 

Interest e)n eaipital is ele'termine'd, iinme'eliate'ly at leaist, by 
the eeiuilibrium e)f de'inanel and supply. The de'inand fe)r capital 
derive's fre)m the' gain anticipate'el from its use. The supply 
prie'e' is e*hie'Hy affee-te'd by the fact that most men prefer present 
gratificatie)ns te) the)se whicli are deferred. 

C'apital goe)els, in e’e)ncr('te fe)rm, once tlu'y are made, may 
receive ine'onu's which be'ar little relation to the cost of pro- 

^ Prineijilfs, p. 532. 

577. 

^ He seeniH to have <Iroppotl a statiMiient to this ofTect, which appears on 
page 55s of the hccoihI tvlition. Then' ho emphasized “expenses of production 
accordinK to the ruling .standarri of comfort,” ami says demand plays no specific 
part. By the time of the Sth e<lition he stresses coordinate demand and supply. 
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duciiig them. For short periods, the stock of such goods may 
be relatively fixed, and in this case, interest payments become 
‘^quasi-rents.’' In the long run, however, the supply becomes 
readjusted through replacements and substitutions, so that 
returns to capital tend to be equalized, and to conform to the 
costs of saving and waiting, these being the costs which attend 
the formation of capital. 

Marshall’s theory of profits is limited by his conception of 
the entrepreneur. It is based upon the old Classical doctrine, 
and attempts to follow the thought of the practical business 
man. Thus he thinks of the entrepreneur as a capitalist, and 
at the same time he calls profits “earnings of management.” 
He figures profits as a return on “capital,” either as an annual 
rate or as a rate on stock turnover; but he includes high salaru'd 
officials among those who exercise “management,” and states 
that a fundamental unity underlies normal profits and normal 
wages. ^ 

Marshall rejects a risk theory of profits, because it would 
tend “to class the work of management with mere routine 
superintendence.” * Yet he recognizes that profits vary with 
prices, while the wage expenses lag behind prices. The element 
of business risk thus implied, he might possibly try to dismiss 
as pertaining to relatively short ixM’iods; but wluai he says 
that profits fluctuate with little relation to human exertion, 
while the reverse is true of wages, it is difficult to see how a 
fundamental unity tetween enterprise and labor can ('xist. 

As to the theory of enterprise and profits, therefore, it seems 
fair to say that Marshall adds little. Hv. tended to revert to 
English Classicism, a point to which further reference Ls made 
on page 652. 

Philosophy and Method. — Marshall’s philosophy was cer¬ 
tainly that of dualism. Throughout his work there stands out 
a belief in two great realities: man and material wealth. He 
sees man as having a character of his own, and he njgards re¬ 
ligious ideals as second only to everyday work and material 

* Principles, p. 623. * Ibid., p. 613. 
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resource's, as a factor in history. But he sees man as influenced 
by mat(Tial resources. 

Again, he s(*(,*s innate difTcTcnces among men which cannot 
be entin^ly ('liminat(el, but he also .states that poverty (lack 
of inat(*rial UK'ans) is largely re.spon.sible for j)hysical, mental, 
and moral weakne.ss.^ 

Was Marshall an individualist in philosophy? Again we find 
a dualistie balance. To him, the individual is basic, but indi¬ 
viduals can and do act as groups Hcj says tliat *^the action of 
the whol(' is rnadcj up of its constituent parts; and that in most 
economic problems th(' best .starting-point is to lie found in the 
motives that affect the individual.Hr* recognizes no social 
organism as th(^ basis for a ‘‘social marginal utility.” ^ But he 
also mak(‘s this strong stat(»ment: “The life of society is some¬ 
thing inon' than th(‘ sum of the lives of its individual mernlx'rs.” 
And the jiossihilities of collective action are emi)hasized. At 
times he refers to tlu* “.social organism.” 

One may inha*, it .scaans, that Marshall the economist ac- 
cept(al much of the materialistic-iiulivi(luali.stic l)asi> of Clas- 
.sical lu'onomics; that Marshall th<‘ philosopher was a dualist; 
and that Marshall tlu' man leaneil toward idealism, and a con¬ 
siderable but limited amount of collective action. 

The last stat<an<'nt is confirmed by his ri'lativc'ly great opti¬ 
mism. He in(|uires if jioverty and ignoranct* may not be grad¬ 
ually extinguished, and states that economists have learned 
to take a hopeful view of the po.ssibilities of human progress, 
since the will can modify circumstances, which in turn can 
modify characb'r! ^ (I/'t it not be forgotten, however, that 

he adds that it is the econoniLst’s duty to oppo.se plausible 
short-cuts toward such progress “which would sap the springs 
of energy and initiative.”) 

Traces of lu'donism and reliance upon rational individual 
choices, an* not lacking in MamhalFs thought. This is clearest 
in his early editions, as he later sought to free his work of 
hedonism. There is implicit the idea of two opposing sets of 

p. *J. ^ IhuL, p. 25 *Ihui,, p. 48. 
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desires: (a) desires for goods as a means of gratifying wants, and 
(b) desires to avoid efforts and sacrifices. He refi'^red in his 
early editions to ^Hhe tendency of every one to select the best 
means of attaining his own ends,’’ and in the eighth edition 
(p. 6) he speaks of “free choice by each individual of that line 
of conduct which after careful delilx'ration seems to him the 
best suited for attaining his ends.” He assumes that economics 
deals with a “business part” of man’s life, and that there are 
certain “motives which affect most powerfully and most 
steadily, man’s conduct.” But Marshall is far from considering 
that these are the whole of man. H(‘ states that wants often 
arise out of activities. He fully recognizes different grades or 
qualities of ])leasure. He disavows tlu? existence of the “eco¬ 
nomic man,” and denies that motives or dc'sires arc directly 
measurable. He does not carry any ])hilosophical hedonism 
that his thought may hold, into a system of ethics, and he 
deliberately tries to avoid all confusion of ethics with economics. 

No economist who has attempted to construct a body of 
economic theory has been freer from unsound philosophical or 
psychological implications. 

Although a skilled mathematician, it is significant to note 
that as an economist, Marshall was sc(*ptical of mathematical 
methods.^ His statement is that it is the busiiu^ss of economics 
to collect facts and to arrange and interpret them so as to draw 
inferences, thus reaching an explanation or a knowUnlgi^ of 
causal relations. The chief use of pure mathematics, he finds, 
is to enable one to express one’s own ideas concisely, and for 
one’s own use. He doubts that it is worthwhile to read “ lengthy 
translations of economic doctrines into mathematics.” 

Although he is painstaking in checking conclusions with the 
realities of life, his method is, on the whole, evssentially abstract 
and deductive. He frankly and specifically abstracts those 
aspects of life into which money measurement enters. 

Probably the outstanding aspect of Marshall’s method is his 
sustained attempt to deal with the realiti(j.s of life, including 

^ Principles, p. 29, and Preface. 
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change, in sneh a way as to arrive at n^gularity, or *Maws/' 
R(‘ference Inis Ix'en made to his ^‘principle of continuity/' By 
assuming gradual (piantitative change as a basis for hLs thouglit 
— not (iualitativ(i chang(?s, such as one in the Halation Ix^twccn 
population and capital — he devx‘lops the conc(‘pt of ecpiilibrium 
as a ‘‘t(‘nd(‘ncy.” A freciiUMitly used device is that of first 
assuming a highly simplifi(‘d condition, and then introducing 
complicating circumstance's one* aft<T another, until something 
approaching n'ality is dealt with. 

He d(‘liix'rat<‘ly and avowedly adopts a modifie'd static fnon- 
evolutionary) analysis, for the purpose of determining the 
nature of the' force's at work, anel the' tendenci(*s. Almost to 
the e'lid, h(' a])jx'ars to have hoped to make' some' final quantita- 
ti^T analysis of e'conomic life based upe)n statistics. 

Criticism. — Marshairs exposition is se) cautious and in- 
volve'd, and his atte'inpts to epialify by making allowances for 
(1) diffe're'iit pe'riexls e)f time anel (2) e)ve‘r apping classifications 
of gexxls anel se'ivie'e's are so e'emiple'X, that precise and unejual- 
ifie'el e*ritie'ism is ne)t e*asy. 

])e'S])ite his e'lnphasis e)f law, he)weve'r, it se‘e*ms fair to say 
that he dex's not e*ntire'ly sue'ce'i'd in adhe*ring te) cause'-and- 
effe'ct re'lations. In his que'st for re'ality, he tex) often le)ses sight 
of se'ientifie* e*ausality. In this respe'e't, his we'll-knenvn simile 
of the' balls in a be)wl, mutually ele'te'rmining one another's 
positie)!!, is typie*al. Ultimate causation we can hardly expect 
to grasp, but sure*ly we' e'an go bae*k of balls and bowls to the 
fore'c of gravity, ine'rtia, e'tc. De'termination can Ix) finally 
treate'd only in terms e)f e*ausation, and e'ausation must “ex¬ 
plain" he)w things ce)me' into existene'e. To tre'at each “cause" 
as a “re'sult" and the*n make it a cause of another re'sult may 
enable a more realistic description of events, but is hardly 
conducivx' to scientifie* explanation. 

For example, Marshall dc'velops a biusis for the determination 
of value in causal terms. Some explanation of basic demand 
and sup])ly schedules is presented. Why, then, should he fall 
back into the discussion of price-determined demands and 
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supplies? Why should he write of demand or supply as con¬ 
sisting of quantities of goods bought or sold at given prices? 
Why should he, as a scientist seeking a fundamental determina¬ 
tion of value, be concerned about the price-determined alterna¬ 
tive uses of things, whether in treating of the relation of rent 
to price or other economic phenomena? 

In this connection, one may ask, is there not a tendency to 
shift from a truly Social point of view, cloaked by the tendency 
to distinguish between short ]K'riods and ‘^tho long run^^? 
(And, again, MarshalFs desire to seem ^^prat^ticar* and in 
touch with apparent realities would reenforce this tend('ncy.) 
It seems that Marshall too frecpiently falls into an individual 
entrepreneur point of view, which is a short-t('rm point of view 
that reckons little with long-run tendencies^' or “causes." 

Hence his basing of prices upon ])rices and talk of laws of 
demand or of supply in terms of quantities at a i)rice. H(*nce 
his readiness to pass from “real cost" to “money cost" or 
expense. Hence, too, his all too frequent refenaice to what 
should be regarded as “shares" in the net income of so(‘iety, 
as “payments" made (presumably by business m(‘n) for the 
use of labor and caj)ital. And, finally, this criticism suggests 
the explanation of his acceptance of an almost rudimc^ritary 
treatment of the functions of the entr(‘j)r(Mu»ur, after tlu^ fashion 
of the English Classical School. Marshiill hardly recognizes 
“enterprise" as a distinct factor in production; although from 
a social point of view, profits, as distinguislu'd from inter(\st, 
presents a distinct problem of s(‘rvice valuation, and tluj size 
of a business enterprise may be a matter for consideration 
under the general law of diminishing returns and the principle 
of substitution. 

Thus the following excerpts from his discussion of profits will 
seem confused to many: the motives of profit-seeking business 
men are “those which lead to the investment of capital and 
labor in building up the material plant and the organization 
of a business. . . . the price, that is expected as a reward for 
all this investment, is therefore a part of the normal expenses 
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of production of the services rendered by it** (p. 619). What 
diflference is there b(‘tween capital, labor, and ent<?rprise? 

In treating “ distribution ** as being concerned with the net 
income of the nation,’ he shows a tendency to take for granted 
or assume certain minima required for the subsistence, main¬ 
tenance, and replac(‘ment of the nation*s existing labor force, 
plant, and (‘(piipnKait. This assumption prevents a completely 
scientific tn^atment of the; economics of value and distribution. 
It simplifi(‘s tlui problem of economic life, and doubtless it 
mad(' Marshall fec'l more comfortable; but it involves the same 
shortcomings of all marginal-productivity theory.** 

Another qu(‘stion, and a po.ssible cntici.sm, concerns Mar- 
shalLs tn^atnuMit of equilibrium as related to cost of production. 
On(' would suppose that his dualistic approach and constant 
('inphjisis of d(‘mand and supply, would lead to a treatment of 
vahu* iis an eciuilibrium of coordinate forces. It would seem 
that cost would find an ample part as one element in ‘^supply 
prict's,** and that ‘*d(‘mand prices** would play a constant and 
coordinate part in determining all values. But, as we have 
seen, Marshall t(*lls us that normal value coincides with cost, 
and all values (of produceable goods) tend toward the level of 
costs. It is as if he, aft(T making use of marginal utility and 
demand price's in explaining short-period equilibria, then falls 
back upon ('ost to explain normal value. His synthesis of the 
marginal-utility theory and the cost theory seems incomplete. 

An' costs not ^’ariable and subje'ct to a problem of deter¬ 
mination? Do th('y afford any causal explanation of the deter¬ 
mination of value levels? Marshall*s an.swer might be that 
costs vary le.ss quickly than desires or other demand factors, 
but would that be an adequate reply? 

In fact, does Marshall not make too absolute a separation 
between his long peridds and his short periods? Does he not 
go too far in separating the two ‘‘kinds** of value, market 
value and normal value? Does he not lay himself open to the 
same criticism to which earlier economists are subject, namely 

* Principlc9t pp. 504, 523-524. 
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that he treats different “cases” of value as if they were subject 
to different laws? 

His idea of a “representative firm” appears as a device to 
bridge the gap between long and short periods, and savors of 
the question-begging use of averages which is all too charac¬ 
teristic of Classical Economics.^ 

It seems that he is again too much under the influence of a 
desire to be “practical,” and to deal with the short-term actions 
of business men without keeping them subject to ultimate 
causal forces. 

After all, MarshalPs system must stand or fall according to 
the soundness of his theory of “normal” value. His economic 
theory proper is essentially static, and his dynamics deals with 
forces which must be considered as always tending toward an 
equilibrium which is normal. Otherwise', he would have' two 
systems of economics, not adequately corn'lated. 

All this is connected with two other qiu'stions: one concerning 
his time periods, and the other concc'rning his demand and 
supply schedules. As to the former, oiui may ask whethe'r it is 
possible to distinguish between long and short pe'riods in the 
way Marshall does. Periods of time shade into one' anotlu'r, 
as he would be the first to recognize. They are relative, and 
their significance lies in what go('s on during them, ("ausal 
explanation seems to be sacrificed wh('n the critc'rion is made 
to depend upon time — except when “time preferences” are 
the point. 

As to his “schedules,” we note some inadequacy of analysis 
in the determination of subjective values, although this may 
be defended on the ground that economics may tak(^ for grantc'd 
the conditions back of money offers. Hut Marshall at points 
treats “demand price” as the equivalent of marginal utility. 
This goes along with his idea that money has marginal utility — 
as if people want money for itself. 

Similarly, he uses “supply price” in different senses: now it 
is a sum which a dealer is willing and able to take; now it is a 

' E.g., see Adam Smith’s reasoning as to labor and value above, pp. 221 f. 
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sum of incurnHl; again it is a sum required to induce 

efforts and sacrifice's. Doubtless these things are interrelated; 
but the»y are not identical. 

Clearly the're is some? confu.sion between utility as related to 
desire, and utility as n'late'd to satisfaction; similarly as to 
disutility as related to “real cost^' and to resulting product. 

Other (jiu'stions might be raisenl, and some have been sag- 
g(\sted in outlining his th(H>ri(‘s. But h^t it not be thought that 
tlui forc'going discussion is dc^igiuKl to belittle Marshall's 
aehi('V(‘m(Mits — who could do that? 

Proh'ssor S. J. ('hapman, one of Marshall's dLstingui.shed 
pupils, mak(\s th(‘ following statement: “Marshall, for the first 
time, rev(*al(Hl tlu^ unity of th(' economic system, and prc*sented 
it as a colKTc'iit whole of interrelatcKi parts, functioning in 
mutual d('p<‘n(l(‘nce upon one another. , . . We may notice 
among Marshall's additions to (economics, the clear distinction 
b('tw(*(Mi th(' long and tlu' short pcTiod; the doctrine of con¬ 
sumer’s surplus; the doctriiu' of qua'Hi-n'iit; and the e.xpansion 
of and n'finenu'nt of the ri'iit concept." ' 

Proh'.ssor W. A. Scott, an adhcTent of the Austrian School, 
says: “IL^ has demonstrat(Hl that the old doctrines of demand 
and supply, normal value', co.st of prcKluction, etc., can Ixj 
stall'd and iuterj)r('ted in such a manner as to make them in 
some degriH' conform to tlie facts of mixlern life and to aid in 
thi'ir explanation. . . . Most of his reasoning and most of his 
conclusions havi' bis'ii, and doubtli'ss will for a long time con¬ 
tinue to be, acci'pti'd as .sound by ivonomists. . . . His treatise 
is authoritative, illuminating, and very valuable, Init the most 
cari'ful and profound students cannot but regard it as incom¬ 
plete and unsatisfactory in its discus.sion of the most funda¬ 
mental aspi'i'ts of I'conomic theor>\ His treatment of the inter- 
relatioiLS and interactions of economic forces is nuisterl}" and 
unsurpassed, but thi're are problems in the science which require 
for their solution something more and different." - 

* Outlines of Pol. Econ. (1917 ai.), pp. 450-451. 

* 77i<* Development of Economics (19:W), p. 47.‘J. Scott refers particularly to 
subjective value analysis and time preferen(»o in relation to interest.** 
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Marshall’s system of economics is still relatively young, and 
requires the further testing and “shaking down’’ process that 
comes with time. Each “masterly and unsurpassed’’ system 
is in time surpassed by one which under changed conditions is 
more masterly; Marshall himself anticipated that time would 
cause much of his system to become obsolete. But we may .say 
with certainty" that his influence will never die, and that his 
reconstruction of economics made additions to the science 
which will become a permanent part of it. He enriched its 
terminology and its logical devices, as well as its laws. And his 
scholarly and scicntinc spirit, of which his effort to synthesize 
the theories of conflicting schoo's was one manifestation, did 
much to reestablish the basis fnr a ccmtral body of ('conomic 
principles upon which most economists can provisionally agrt'e. 

One of the greatest economists since Ricardo, he founded 
the .school of Neo-Classical economics which prcdominatwl in 
England from 1890 until after his death in 1928, and which, 
though challenged by the followers of the Austrian School and 
J. B. Clark, has exerted more influence upon American eco¬ 
nomic thought than any other. Alfred Marshall will .stand in 
the history of economic thought as one who made mon* prog¬ 
ress toward a united and consistent theory of value and distri¬ 
bution than any predecessor. 



D. GENERAL ACCOUNT OF RECENT 
LEADING SCHOOLS 



I. ECONOMIC THOUGHT IN THE LATTER 
PART OF THE NINETEENTH CENTURY, 
AND TO 1915 


The difficulty of pmscriting an accurate concise account of 
r(*cent and cont(*mporan(K)Us economic thinkers and their 
tliought is great. They have net acfpiired a perspective. In 
some oases, oveui, there can be no cc^rtainty that the thought is 
cluite compl^‘t(^ A huudn^l years hence what is here written 
may seem inconse<|U(*ntial, and th(‘ important thinkers and 
thoughts app(‘ar slighted. Obviou'^ly, too, such an account 
opens an (‘asy door to bias. Nevertheless, certain advantages 
are to be gaiiunl from tlu' attempt at a record which is more 
than a men' catalogin' of nam(‘s ami dates. The 3 'oungcr reader 
or th(' busy man s(m»s a refiTiuici' to Kiynes, Schmoller, Graziani, 
or Molinari, or hi' picks up a translation of some text by (’’assel, 
Laveleye, I>oria, or anothi'r, and if he has in mind some general 
characti'rization of the conditioning factors in the author's 
work, he is (‘uabli'd to niet't the book with some basis for inde¬ 
pendent judgment. It is d(\sirable as helping one to become 
ori(*nt('d in the world of thought around him, and to realize 
that all the time he is advancing in a broad stream of ideas 
which issue's from many points of view. 

Th(' following chapti'rs also .sc'r\'e to round out the foregoing 
discussion of various general tendencies, and, perhaps, may be 
thought of as capping the climax with a summary of existing 
schools. And the significance of national boundaries in the 
molding of economic thought is further emphasiztxl. 

Partly with the idea of lessening the difficulty of this part 
of the work, certain limits have been arbitrarily set, and should 
be noted in advance. Thus no attempt has been made to cover 
comprehensively the field since 1915. Though it would be un- 
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reasonably artificial to draw a 'Mead line” through that year, 
and some later developments will be referred to — especially 
the "Institutional” group, — the discussion virtually ends 
with the World War. Furthermore, the field in space is not all- 
embracing, for little or no attention has been given to the 
economic thought of Russian-, Scandinavian-, Dutch-, and 
Spanish-speaking countries. These have each produced exc('l- 
lent economists. It still remains true, however, that the 
stream of economic thought would not be different had these 
men not written; while no ground of continuity demands a 
discussion of them. 



CHAPTER XXXIII 


ECONOMIC THOUGHT IN GERMANY AND ITALY 
FROM 1860 TO ABOUT 1916 

I. Germany and Austria * 

As alrrady statinl, Smith^^ systf'iii of oconomios at first 
had (‘lT(‘(*t r)ii (Jorinaii thought, only to bo rather closely 
f()lI()\v(Hl Iat(‘r. Th(‘n Jiau’s Lehrhuch held the field down 
to al)out 1<S70; von Thunen and Hermann, two of Germany’s 
gn*at(‘st tlK'orists, had little influence during their own life¬ 
time's. 

Scope and Sub-Division of the Science. — This sketch — 
for it can lx* no more — of the* more* receait dev(*lopments in 
(ifTman thought may W{*11 o|)(*n with Hoscher, who.se System 
apjX'ared in 187)4, lx*ing notable for its hi.'^torical tendency 
and bn»adth of \ i(*w. And the first point that demands attention 
is the* G<*rman not ion of tlu* .scope* and sulwJivision e)f the science. 
He).se*he*r put first the* (irundlugen dvr XidioftalokonomiCy dealing 
with ge*neral theory and tlie interre‘latie)n e)f economic phenom¬ 
ena. 44u*n e'ame- his tre'atment e)f te*chnie*al i)ranclu‘S (such as 


* Oiip of tilt' found in I)u' I’^nta'ichlung d* ut.^ch^n 

Volksu'ut^vhtift^h hr> im un:» hntt n Jahrhutul* rt (LoipziK. nX)S), osi)Ofijilly the 
“ l ^rstor'IVil." Tins N\ork tMjiitains numerous artiriea l)y eminent scholars; pul>- 
lislusi in honor of .Schmoller’s birthday See al.so, Suranyi-UiiKer, Kconomics 
in tht 'ftn ninth (\n(iin^ (1‘KIl), translated from the German by Moulton. 
HoneKKer, Vnlk'-twtrt-irh'iftlirhr St/sif rnr <lrr (rtfimimrt: and Spann. The History 
of tJrnnomirs (translated from the German by Kden and Paul. IRdO). For the 
la.st quartiT f>f the nineteenth century one may consult also Paljrrave’s /)iV- 
tionory: Phillipovich, Quart. Jr. Econ., .Ian., IS91; Taussig, d>id , Oct., IS94; 
Cohn, Hist, of Hut. Kcuu., Suppl. to .Inn. Ai/icr. Acad., 1S94; Handicdrtcrfmch 
d. Stantsw under the variou.s name.s, manuals of Ingram. Kisenhart, etc. Cusu- 
mano’s Sruole teofiomiche della Germania is a valuable although older work; 
also Meyer, Die ncucrc NationalCkonomie in ihren Hauptrichtungen (3d ed^ 
1SS2). 
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the economics of agriculture) and of the economic activity of 
the state; and finally finance.^ 

Somewhat similar tendencies appear in more n'cent works. 
Thus Conrad {Grundns.s, 1900) divides the field into (1) iVa- 
tionalokonomie j dealing with laws of cause and effect in economic 
phenomena; (2) Volkswirtschaftspolitik, treating of the func¬ 
tions of state and society; (3) Finance; (4) Statistics. Also 
Adolf Wagner, after first dev(4oping a Grundlegung in which he 
defines and correlates such fundamentals as economic motiv(\s 
and property, distinguishes theoretic national ('conomy from 
the practical branches; and finance, though it is a ])art of the 
latter, is given a separate place. Ind(‘ed, Wagner comnu'iits upcai 
the fact that there is no fundamental logical basis for any of 
these divisions; simple expediency warrants it. 

Not unnaturally those opposed to the historical m(4hod 
give historical economics a distinct and h'ss important |)lace. 
Menger (1883), for examph*, distinguished thr(‘(‘ branches: 
historical, theoretical, and practical, th(' last to (*ov(‘r state 
policy and such particular practical subjects as finance. Philli])- 
ovich's distinction between systematic and eviilutionary- 
historic economics (GrundrisSj 1893) furtlu^r illustrat(‘s th(‘ idc‘a. 

This relatively sharj) si^paration Ix'tween th('or(‘ti(*al and 
practical or applied economics, which is on the* \\hol(‘ an ad¬ 
mirable characteristic of (icrman thought, is doubth'ss to b(i 
associated with the Kameralistic origin of (Icnrnan economics. 
To the state pol'cy (Polizei) and finances of the Kam(*ralists, 
the theoretical system of Smith was added. Furtlau’inore, it is 
generally true that in Gc^rmany today a closer relation betweem 
state and university obtains which k^ads to an ('inphasis of the 
practical or political aspects of the scicaice. While this may 
result in a desirable realism, it has its dangiTous sid('; for the 
Polizei may color the Wissenschaft, and tlui university become 
the tool of a state which is not the society. 

' The titles of his volumes were: 

I, Grundlagen, II, N atiofuildko no mik dea Ackerbaues; 111, Nat. Ok. dea Ilandrla 
u. Gewerbflcisses; IV, 1, System der Finanzwisaenachaft. 
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As ('ossa nanarks/ however, the distinction between pure 
theory (sei(‘nc(‘) and practice (art) must not be confused, 
as it has b(‘en by sonuj writ(?rs, with tlie distinction b(*tween 
the ^(‘iHTal and tlie special, althouj^h very often the former 
distinction leads to a treatment of subjects according to tlie 
latt(*r. 

Th(‘ prominence* giv(*n to statistics may well be obser/ed, 
Conrad and ot lid's having pointed out its place as a distinct 
branch of (*conomics. 

In g(*n(‘ral, in these* niatt<‘rs, German thought has become 
ne>t so elilT(*re*nt as formerly from that e>f others. Ge*rman (*con- 
ennists re*alize* that the* sub-diviMons the‘y make* in the*ir tre*atises 
meistly greiw out of nu'n* (‘xpediene-y in pre‘se*ntatie)ns; and the 
Frene'h- and I jiglish-spe'aking e'conejmists often add a separate 
tre*atme‘nt of finance* tei the‘ir ge‘ne*ral works. 

Tlie* bre)a(l(*r scope* eif e*e*one)mie*s as tre‘at(*d by most CJerman 
ee*e)nomists, \Nith its inclusion eif juristic anel e*thical e*lemients, is 
familiar to all, and, inde‘e*el, is implie*d in the* fejrege>ing distinc- 
tieiiis. 

Method. — On the score of methe)d, there has been great 
vari(‘ty and difTe*re*ne*e* eif ojiinion. The* dce*pe*st difTe*rence has 
lain l)e*twe*e*n the* adve)e*ate*s e)f indiu'tiem and those* who favor 
de‘duction, — the historiend and the anti-historical (Temomists. 
Se*hmolle*r, as alr(*ady obs(*rve*el, wenild have* e»xclud(Hl purely 
abstrae't de*ductions, anel he* favore*il indue*tion freim history and 
statistics, tog(‘the*r with de*elue*tie)n freini the* kneiwn pro|x*rties of 
human nature*. The* fe'w re‘inaining aellu‘re*nts to the historical 
sche>e)l take* a ineire* e)r le‘ss .similar positiem. On the other hand, 
the* fe)lle)wers of Me*nge*r have beiieve*d that only through al> 
strae*tie)n and d(*due*tie)n can e'xact laws, the goal of science, be 
re*aclu*d. Such have* be*e*n ^^'ie*se*r, Heihm-Hawerk, Sax, Zucker- 
handl, and, to a Ie*.ss e'xtent, Phillipovich anel Schumpeter. 

A te*nde*ncy te) ge*t together, Imwever, seH)n developed, and 
this may be* se*en in the pe^sitie)ns of Bu(*her and Wagner. The 
latter, while ne)t strictly a membe*r of the Historical School, 

* Introduction to Political Economy^ p, 401. 
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favored a considerable use of induction from history and statis¬ 
tics; but, dealing largely with reec'iit phenomc'na, h(' us(h1 d(‘(lue- 
tion more and histor 3 ^ less than did Sehmoller. iUk*h(*r (1893) 
has concluded that historical methods give* the laws of the 
evolution of peoples, but that abstract deduction is nec(‘ssary 
in dealing with the comj^licated exchange economy of today. 
Statistics, he believes, offer some scope for induction as a com¬ 
plementary and controlling process. 

By the turn of the century, the famous quarnd o\'('r nndhod 
had almost sul)sided. Hasbach, an historical (‘conoinist, adopteni 
an abstract deductive procedure in tr(‘ating of human wants, 
and Sombart\s Modern Capitalism (1919 1927) shows a similar 
trend. Meanwhile, Wieser, Bohm-Baw(ak, and Schump(‘l<T, 
showed a greater recognition of the valu(‘ of history. 'The 
tendency of the deductive economists is to r('(*ognize “social 
controU' as a sort of secondary factor in economic lifi^, thus 
becoming less abstract. 

Various minor methodological categori(\s exist: th(^ math¬ 
ematical (deductive), the statistical (inductive*), and the* juristic, 
the last-named method being most frecpiently associat(*d with 
the Historical School's tend(*ncies. 

The most prominent German expon(*nts of the* math(‘mati- 
cal method are Launhardt, whose* Mathematisrhe Beijrnndnnq 
der Volkswirtschaftslehre appear(*d in 1885; anel Auspitz anel 
Lieben (Untersuchungen iiber der Theorie des Preiscs^ 188!)), ^^he) 
have work(xi out price curves. More rec(*ntly the* Swe‘de*, ('asse*l, 
has had much influence, although he* r(*je*cts marginal utility. 
These men follow in the footsteps of Jewons or Walras. Se*hum- 
peter is an important economist who has made* large* use* e)f 
mathematics in deve*loping marginal-utility the^ory; anel the 
same may be said of Wicksell, the Swedish economist.^ 

^ Knut Wicksell’s main work appeared in Sweden in 1001. It wa.s tianslated 
into German {Vorlcsunucn uhpr Nalionalokonomie auf (iruruilaoe (ha Mnrfjinal- 
princips) in 1013. He accepts the importance of vuluo theory and mai^inal 
utility, and his large use of mathematics is not absolutely essential to his tluiught. 
It docs reflect a highly abstract and deductive method. Wicksell develops the 
theory of marginal productivity in distribution. He is highly critical of Cassel. 
An English translation appeared in 10:i4 {Lectures on Politicfil Kconornu), 
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Jurisprudoiico, with its minute logical classifications and 
definitions, furnish(\s an example !)y which the economic think- 
el's of (h'rinauy have profited!. So Knapp has treated money as a 
creation of th(! law, Nfsiniann {Grundlagen, 1889) has applied 
th(i m(‘thod to practical problems of taxation, and many others 

lik(‘ \Vagn(‘r and l)i(‘hl, in their several ways - show the same 
influ(sic(\ In fact, it is [i not uncommon tendcMicy of German 
writ(Ts to go to (^xtHMiies in thi.-'direction, making definitions and 
distinctions which an* p(*rhaps UM*less and are certainly not used. 

(l(*rman ('couoniisfs have been foremost in realizing the 
importanc<' of statisti(*s as a means of verifying theory^ and 
putting it on a inon* “prwitive” basis. Knapp, Ix.‘.\is (d. 1914), 
Inama-St(*rn(‘gg, (J. v. Mayr, Stic*da, and Van der Borght are 
writers who eombine economics and statistical knowl(*dge, not 
to iiKMition Prof(*ssor Adolf Wagner, who appli(*d the statistical 
method to banking probkans. Th<* nam(\s of Mayr {Die Gesetz- 
mas.'^igkeit im Gesellsrhdftslebenj 1887) and Meitzen {Geschichie^ 
ThenriCt und Technik der SUdistiky 1886) will always be men- 
tioiunl in connection with statistics; and perhaps this is the 
plac(' at which to n^call tin* valuable work of the Austrian 
prob'ssor, N(*umann-Spallart, whose I \^l)ersichten der Welt- 
wirtsrhnft b(*gan in 1870, and were contimuHl, after his death in 
1SS8, l)y Jurascht'k. 

Value Theory. From the standpoint of pure economic 
th(H)rv, th(* dominant not<* in Germany in the early j^ears of the 
presiMit century was ('cl(*eticism. Take valiu* tliwry, for example. 
H('re one finds neitht'r the* cost nor the utility theory" clearly 
ascendant. On the whole, it may be said that the straight 
marginal-iitility th(H)ry has few" adherents, among whom the 
Austrians, Sax, Zuckerhandl, and Phillipovich, deser\'e especial 
m(*ntion asid(* from the Austrian leaders. The marginal idea 
S(H'ms to hav"(' s(*rved m(*r(*ly to develop a negk'cted point, 
leaving the refiiK'd (Classical th(*ory, so modificnl as to incliule 
devi'lopments on th(* utility side, in the ascendant. Wagner's 
thought is perhaps typical.' Two factors, he ^states, determine 

* See hia Thcorciutchc Sozinldkonotnik, 11K)7. 
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price: one is temporary, being the relation between demand and 
supply; the other is permanent, being the cost of production 
where perfect competition exists. Marginal utility functions in 
demand. And Diehl would combine the rival theori(\s, holding 
that the Classical theory gives ample place for tlu' nH'ognition 
of utility; simply, the Classicists saw in labor the great dispos¬ 
able factor which is both useful and limited in supply. So with 
the Historical School: Schmoller, while strongly subjective, did 
not accept marginal utility as the determinant of market value, 
believing that cost theories afford a simpler solution. 

Others, like Dietzel, Gerlach, and Lexis, have severely 
criticized the marginal-utility theory.' 

This situation has led soiik' into a sort of doubting oppor¬ 
tunism that might almost be classed as scepticism.- Thus (lottl, 
in Der Wertgedankey ein verhulies Dogma der Nationalokotiomie 
(1897), Neumann, and Diehl may be placcnl here. Th(‘S(' ('con- 
omists believe or are incliiuHl to believe' that the^re is no simple 
and single problem of value, but perhaps several, varying with 
different classes of goods. 

Schools of Thought. — Some seven distinct tendencies may 
be distinguished in German economic thought siiuH' 1850. Thi'si^ 
are not all of equal importance and are not mutually (*\clusive, 
but to refer to them will help toward an und(n\standing of the 
present situation. 

(1) There has been a group of men who follow th(' Classical 
theory, pushing its conclusions to extremes, and omitting th(^ 
limitations and qualifications found in tlu^ writings of the 
masters — Epigonen, as the Germans call th('m. Such nanu's 
as Prince-Smith, Michaelis, J. Fauch('r, O. Hiibner, Schulzc'- 
Delitzsch, Treitschke, K. Braun, Max Wirth, O. Wolff, Bohnu'rt, 
Emminghaus, and A. Meyer may by common consent be placi'd 
here. The first two were in a s(^ase the founders of the so-called 

' Dietzel, in Jahrhucher fur Nationalokonofnie, 1S90; Thrordischr SfyzmWkono^ 
mik, 1895; Lexis, “Grenznutzen” in Iffindivorterhuch der SUmUwianenschnft; 
Gerlach, Uber die Bcdinfjun{;en wirUchafllichtr Tatiakeit, 

* So classed by Diehl in his article on “ Die KntwickelunK der Wort imd Preis- 
theorie,” in Die Erdwickelumj der dcutschen Volkswirlsch/iftdehrc im lOter. 
Jahrhundert, Erster Teil, II, 71. 
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German Miincliester School.^ The Vierteljahrsschrift fur Volks- 
wirlschaft und Kiilturgeschichte wits the organ of this group.^ 

(2) Following List, a small group is notable as standing in op¬ 
position to the pr(‘(*(‘(ling, and adv'oeating protection: Hermann, 
Diiliring,—following ('arey,—and L. St(an. More recently, 
F. Ix'iiz follows List and d<‘V(*lops a broad nationalistic theory. 

(3) The Uistorind SchooL —This school has Ixmmi made the 
subje(*t of a chapt<T, to which the reader is r(‘f(‘rred. Schrnolle» 
was its most promiiKMit rc'presentative, and its chief publication is 
th(? Jahrburh fur (lesetzgehungy Verwaltung und Volksunrischuft 
ini deidschen Reich (Schmoller) — Spi(*thofT now e^ditor — together 
with th(‘ Zeiischrifl fur Sozial- und Wirlschufts (ieschichte. 
Broadly sjM'aking, this school in r<‘cent y(‘ars has includ(‘d not 
only Werner Sombart, F. Kleinwacht(‘r, and (i. Kuhland, bat 
also such r(‘C(‘nt writers as R. Kberstadt, (Jrab.ski, J. Plengt*, and 
Stephingi‘r. 

(4) The Subjective School. — Mo>t of th(‘ memlHa's of this 
school stand for deduction and more or l(*ss criticism of the 
Historical School. X(‘(‘dl('ss to .say, tlu' nuanbers of tiu* Austrian 
School art* includ(*d, and not only Phillii)ovitch, but aLo Wi(*ser 
and lh)lun-Haw(*rk, ct)ntiniUHl to do notabh* work in *the first 
(luarter of tli(* twentieth century. H(*n*, too, come most of the 
math(‘inatleal economists above n*f(*rn*d to, Zuckt*rhandl, 
Schumpet(*r, Li(‘finan, Hans Mayer, and p<*rhaps l)i(*tz(‘l, 
though the latter lias o])posed the Austrian School. Rol)<»rt 
Li(*fman, in liis Grundsutze der Volkswirtschaftslehrc U917- 
1919), develops a p.sychological theoiy which apix'ai's to ri'pre- 
sent a highly subjt'ctivi* idealism. He dot's not accept marginal 
utility as tin* sole dett'rminant of value, but mak(*s valuations 
dc{)cnd upon a balance betwwn psjThit! income and costs. 

* FollowitiK the siirroswfiil activity of the Anti-Corn Law 

(1841)), tho ideas of t'olxlen and Hri^cht were transplanttyl toCJeniiany. \Vhert»aa 
in Kn^tnnd tho work of the Manehester Kronp essentially a praetioal one, 
in Germany tho i<l(*a of free tra<io wjiskiv*'!! anahstraet theoretical setting, and 
stood for extn'mo individualism ami solf-intorc'st. The German Manchester 
School wiw iiiidorrninod hy List’s ideas, and pulled down by the Historical School. 

* Now under soim^what changetl name. lid. hy Kaucher, Braun, Bohinert, 
Ahrend. Biederniann, et al. 
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The three remaining groups are in their various ways inclined 
toward Socialistic reforms: — 

(5) Socialism Pure and Simple. —The founders, Rodbertus, 
Lassalle, and Marx, having passed away, Bcbel (1840-1913) and 
Licbknecht (1871-1919) may be mentioned as the lat(?r-day 
representatives. Samter, too, has leanings in this direction. 
J. Platter accepted straight Marxianism; while 11. Wilbrandt 
attempted to combine it with the theory of marginal utility. 
P. Masslow and W. Gelesenoff are reccnit Marxians. 

(6) The Professorial Socialists, or Katheder Socialisten, as they 
have been dubbed. These stand for social reform. Verein 
fur Socialpolitik ^ is the organization which (‘mbrac(‘s most of 
this group, and through the Schriften of this union th<‘y sjx'ak.^ 
The famous hasenach assembly leading to the formation of the 
Verein was held in 1872, with the cootx'ration of the following 
notable economists: Brentano, Cohn, C’onrad, Kng(4, H(*ld, 
Hildebrand, Knapp, Knies, Meitzen, Xasse, N^aimann, Roscher, 
von Scheel, Schdnberg, Schmoller, and Wagner. TIh' Verein wtxH 
first led by Nasse, then by Schmolha*. H(4d, Schaffh*,'* Schmol¬ 
ler, and Wagner may be named as its chief r('j)r(‘sentativ(‘s. 

These' men came together, not as Wia result of Socialistic 
agitation, but to discuss causes of and rem(‘di(\s for tlu^ obvious 
evils that go to make up the labor problem. Tlu^y lK*li('V(‘d that a 
greater proportion of humanity .should partake of the? culture 
and well-being of the time. They infused a considerable (4em(Mit 
of ethics. Without confusing science and art, th(;y b(*liev(‘d that 
it is the proper duty of science to observe the results of measures 
and to judge by rational standards. 

^ See E. Conrad, Der Verein f. Socialpolitik u. seine Wirkaamkeil, 100. 

* The “Professorial Socialists” {Katheder Socialisten) are not Socialists, 
properly speaking. They merely stand for an extension of the functions of the 
state to accomplish various measures of social reform, and not for any sweeping 
alteration in the fundamentals of our social order. The name was gi\en as a 
term of reproach or criticism, and has been resented by some. It luis Imjcu the 
source of considerable misunderstanding. The Verein, moreover, never stood for 
a complete unity of views; and with time new differences and points of alignment 
have arisen. Cf. Boese, Der Verein fur Sozialpolitik (Munich, 1922). 

^ Schaffle was not a member of the Verein, however; and held peculiar views 
concerning the possibilities of corporate organization. 
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Sohniollc^r has w(‘ll suinmod up tin* Ix^liofs of the “Sf>cialists 
of th(‘ (’haircoiuMM'iiiiiji; the ends and incdhods of swial reform.* 
Hefonii niu.st Ix' gradual; tlie state n\sts on existing laws, and to 
change? the se' at e>n(‘ stre)k(‘ woulel expose' se>cie‘ty to lawle‘ssne*ss. 
It she)ulel lx? Ixise'el upon a re*fonn in the? charaete^r of those? 
partie'ipating; it must nejt Ix' nu'n'ly ('\te?rnal. 'Fhe? demianels of 
the' state nnist be ge'ue'ral anel ('(|ual, app(*aring as a ju>t sacriBce 
fe)r the' ce)nune)n gexxl. Anel, wh(‘re*ve‘r pe)s>ible, the state shendel 
ne)t take' elire*e*tly, but shexilel work inelirectly fe>r a diffe'H'nt 
future* elistribution of ine*e>me». This Ijist re'sult may be attaine'd 
thre)ugh the' fe>lle>wing ae-tivitie's: (1) pul)li(? exlucation; (2) fac- 
te)ry, buileling, anel sanitatie)n laws to furtheT a neirinal family 
life'; (3) te‘e*hiiie*al anel nie>ral e*nce>urage'nie*nt te> small-se*ale' agri¬ 
cultural anel inelustrial (‘nte‘rpri>e', whe're.* it is e*apable of e*e)m- 
petitie)n; (I) re'ce>gnitie)n e)f traele' unie)n>, e'tc.; (5) tax le*gislatie)n 
whie*h falN upe)n pre)pt‘rty ratlu'r than labe)r, and te'uels to pre'vent 
vswejlle'ii fe)rtune*s thre)iigh pre)gr("'>ive' rate's e)n inexane' and in- 
heritane'e'; (6) re*^trictie)n e>f elishe)ne)rable' kinds e>f inelu>try by 
laws e*e)ntre)llitig >iex*k e*e)in|)anie‘s; (7) agrarian anel rc'al pre)pe‘rty 
laws te) e*ne*e)urage' the* Mnall farme'r; (S) a ine)re' Imniane ap[)li(‘a- 
tie)n e)f military se*rvie*e'; (P) a more'de*ine)e ralie*ally aelministe're'd 
national bank; (10) e'ne*e)urage'iiu'nt e>f pe'asuU pre)prie*tors e»n 
the' .state' ele)mains; (11) all pexs.siblt' n*fe)rms in labeir contract, 
conelitiexis e)f e*mple)yme*nt, preitit-sharing, anel the' like. 

It luis be'e'ii charge'd that by the end of the' nine'te'e'iith (H'nturv 
the' e*e*onomic theiught e>f (le'rmany had e*onu' te) be' so ilomiuate'el 
by the' Se)e*ialists e)f the' Chair as te) ihre'ate'ii its progrevssive and 
sene'ntifie? ele*ve'le)|)me*nt.* 'bhis gre)up appears to have gained 
ce)ntre)l e)ve‘r the' chie'f unive'rsitie's anel by its acevptance cf 
ratlu'r fixeul e‘thie*al and pe)litie*al iele'als thre'ate'nenl to sube)relinate' 
the scieiu'e te) the* pe)licie'S e)f the' state. \Vhethe*r so swe'oping a 

* Cbrr i iniije Grumlfrmjt n tlvA Rtchts ufui thr Vniksirirtschn/t. Kin Send- 

acfireihen an Il*rrn /*n»/« .s.sor Dr, Utinneh ron Tn \tsebke, ls74-lS7o; 2ii ixi,, 
Lt'ip/.iK, 1001, pp. 11‘.) tT. Oiu' of th»' famous <M»ntn)vi»rsios in tv'onoinio litoratim'. 
Tre*itschk(*\s arti(‘lo may Ik.* foiiml in Drtuss. Jnhrhiicher, ls74: “Dor Sozialisintis 
u. soiiK' (joniuT.” 

* Soc Pohio, L., (uyenw^lrtiuc A’rww in dvr dtulachen Volkmvirtscha/Ulthrt 
(1911). 
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charge is justiGed or not, there can bo little doubt that on the 
whole German economists had so allowed th(‘ir energies to be 
absorbed by historical, statistical, and practical w'ork, as to 
retard the development of economic science. 

Though Adolf Wagner (1835-1917) was one of those who 
united to form the Veretn, he gradually took up a somewhat 
different position after 1877, holding to a more thoroughgoing 
advocacy of government activity for social reform. IiuUmhI, he 
recognized the influence of llodbertus and Schaffle, — chicdly th(» 
former — to whom, with von Mohl, he ascribcM:! some nuistcM’shij), 
and it may be said that he went farther toward adopting the prin¬ 
ciples of Socialism than any distinguished economist has gone. 
From 1878 to 1888 Wagner (and Schaffle) (nlitc'd the Tubingcr 
Zeitschrift fur die gesamte Staatsimssenschaft, H(' entered eco¬ 
nomics as a specialist in statistics and finance. Th('n, at th(' re^ 
quest of Rau^s family, he undertook to revise Rau's book, but 
finding his views diverging more and more from that writer’s, 
only the first part was issued in this way. His gr(‘at Lc/o- uml 
Handbuch der Politischen Oekonomie is his chicT work, and th(' 
first volume on Grundlagen der Volkswirtschaft (2d ed., 1879; 
3d ed., 1892) contains his fundamental economic ideas. Ih' Ix*- 
came more and more intere.sU'd in the gen(*ral principh's of eco¬ 
nomics, in treating which he emphasiz(xl the significanc(‘ of 
juristic forces and the state. 

The thought of all these ‘‘professorial socialists’’ is similar to 
the “Institutionalism” of recent American thought. In this 
connection, Karl Diehl is to bo mentioned. In his Theoretische 
Nationalokonomie (1927), while ho makes room for value 
theory, ho makes socio-logal factors controlling. R. Stolz- 
man’s emphasis of social ethics, warrants a reference in this 
connection. 

(7) Finally, the groups which, for want of a better name, are 
called Christian Socialists are to be noted. Perhaps “religious 
Socialists ” would be better. These men are conservative. They 
are idealistic. They believe that a thecjlogical basis would 
best for society. Kettelcr, Moufang, and Jbrg belong to the 
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Catholic branch; Todt and Stocker to the Protestant. More 
r(H'(Mitly, 11. P(‘sch may ho, cla.s.sed a.s a “ChrLstian Socialist.” 

Some Developments since 1900. — The foregoing clas.sifica- 
tion suni.s up th(‘ situation as it (‘xistod at or shortly after 1900. 
CoiHMTiiing d(*v(*lopments in the first (|uarter of this century, it 
may lx* said (1) that the ('hissieal economics — except as ”re- 
constructcxl” by the Austrian School or a few mathematical 
(economists—has .scecmKHl to l)ecome almo.st extinct; (2) that 
(‘ach of th(' oth(T s(‘ven gnaipings has continued to find some 
adherents; (3) and that to these has \x'on added (n) the national¬ 
istic th(X)ri('s of Spann and I^mz, (6) the rnatlumiatico-price 
economics of Ca.ssel, and (r) a valuabh* Inxly of discussion con- 
(•(Tiiing \Nhat may l)e called the philosophy of (economics and the 
validity of ('conomic laws. The' .system of (*conomics which 
Fr. Oppiaiheimer has built annmd the kh^a of land reform, is 
also to lx* m(*ntion(‘d. 

No doubt und(*r the influ(*nce of G(*rman thought tendencies 
while* tlu* W'orld War was br(‘wing, and ('ertainly in reaction 
from the individualism of the* Austrian Sclux)!, Othmar Spann 
und(*rt<x)k to n*vive and develop the Romantic nationali.sm of 
Ficht(* and Mull(*r in his l(*ading work, Fundament der Volks- 
wirtscluiftslehre (191S). Ho assails tlu* atomistic individualism 
of (’lassical (*conomics, and proceenls in a highly idealistic and 
t(*l(*ological fashion to att(*mpt a .syst<*m of (xxmomics which 
tr(*ats th(* nation as an organic whole, and the individual jus a 
subordinate memlx*r. K(*onomics d<*jils with the means to a 
.so(*ial (*nd. Ib* calls his sy.stem “ Ihiiversalism.” He stresses the 
id('a thjit the “.sociological i)r(\supiK).sitions” mu.st be .safc'- 
guank'd, and tluit the goals or ends of life, and esiwially the 
quality therc'of, must be con.sidered. He rejects subjectivity 
(it is individual) and tlu* study of individual motives, and ‘‘sets 
out from the ('xtant articulated objc'ctive totality of the body 
economic” — whatever thjit may be. 

Rudolf Stolzman accepts Spann’s thought in part; and a gnnip 
of di.scipk's includes Andreae, Baxa, Heinrich, and Seidler- 
Sclunid. 
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Friedrich I^enz (Aufriss der Pnlitisrhen OekonomiCj 1927) 
shows some similarity, in treating economies as eonec'riu'd with 
an organic social entity. lie follows List in his nationalism, the 
goal of economies being the nation^s welfare', and the* me'aiis 
being productive capacities. 

Almost the antithesis of the foregoing, Gustav Ga.sse'Fs work 
was published in Ci(*rmany in 1918 as Thcorrtischv Snzidl- 
okonomikj and had great influeaiee'. GassePs eone(‘pt of ('conomies 
narrows the field to a study of tlu' price's e)f se‘air(‘ gooels, anel of 
the activitie's re'quire'd in i)roelue*ing thean. He* woulel e'liminate* 
theory as to eausatie)n, inotivatieHi, anel valuation, anel wenilel 
deal with matlu'matieal e'eiuations, \\hie*h Spann says give* us ne) 
fresh knowlenlge anel are* taufe)le)gieal.* 

CassePs we)rk has cause'el gre'at ele'bate anel e'xe‘reise*el eeili- 
siderable^ influence in Ge*rmany, as e*lse*\\lie*re', l)ut the* maje)nty 
of l(*ading G(*rinan e*e*e)ne)mists ele) not a(*ee‘pt Ins tbenight. Tlie'ir 
numerous criticisms range all the* way frenn the* pe)iiit e)f his 
logical incon.sistene'y up te) his ne‘gle*ct e)f .se)e*ial anel publie'-ceintrol 
factors. 

Economics and Philosophy. — Dating from Hudeflf Stamm- 
leFs Wirtschdft utid Recht (1896), whie*h applie'el seiine* e)f Kant’s 
ideas to jurispruele*nce*, there ele*ve*lope*el a notable* te*nele*ne*y te) 
inquire into the* ])hile)sophie‘al j)re*.<uinptie)ns anel re‘latie)ns e)f 
economics, anel e*spe*cially the* e*pi.ste*niole)gy. While* neit unre*- 
latcd to tlui old methodologie*al cenitrove'i^y, sine e* be)th inveilve* 
the nature of e'coimmic laws, this te*nele*ncy inve)lve*s meire* funela- 
mental proble*ms.2 Perhaps the* pre)ble*ms are*: first, what is the 
general nature and scof)e of e*cone)mie*s, and its re*latie)n te) e)the*r 
sciences? Se*e*onel, is e‘Cone)mie*s a scie*nce*, e)r what is the* nature* 
and validity of '‘e.*conomie laws’^? I'he first qu('stie)n inve)lve‘s 
broad philosophical e|ue»stions, sucli as the re*lation be*twe*e*n 
subject and object, anel that betwe'en individual anel se)cie*ty. 
The second ce*ntcrs in episte*me)logy — the* origin anel signifi- 

* On Cassel, see atx)ve, p. 602. 

^ For the literature on this subject, see Suranyi-Ungor, Kconomici in the 
Twentif'th dentury. 
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cjiiin* of worth jud^inonts—and I(‘ads to (iU(*stioiLS eonccrn- 
normative* or (lualitativo value’s e>r '‘ge>als^' as oi)[K)sed to 
ejuantitative* value’s e)f ‘‘ine*ans.” 

Tlie* rie'li (}e*rinan lite*rature^ in this ge*ne‘ral field is a contribu¬ 
tion ne)t to be* fe)rge)tte*n. 

Fritz Be*re)lzhe‘i]ne*r in his System der UtrhLs und WirLschafla- 
phibtsophiv (1904 1907) de*ve*le)j)s the* id(*a e)f an interrelation 
betwe‘e*n e‘e*e)ne>niie*s, e thie’s, anel law, ee>nsiele*re*el as e‘le‘me*nts in 
e’ultural ele*vcle)|)me iit. hi a seaiiewhat ‘similar ve*in, H. Stolzrnan 
in his (irundzuyt' cuu r l^lulosaphu' dev VolksiniLschnft (1920- 
1923) se*(*k.s unity l)e‘t\\(*e*u subj(*et anel objert, and betwe(*n 
inehvielual anel se)e*ie ty, thus atte*iiip1ing a synthe’sis l)e*tw(*e*n 
sul)je‘e-tivisni anel object ivi-m, as we*ll as be twea’ii ineiivielualism 
anel sne'ijdisin. Jhith He*re»lzhe‘iine*r anel Steilzman sheiw the in- 
tlue'iice* e>f Staminlea*. K Muhs argue*s that neithe*r subj(*etivism 
nor objecti\ I'-in i'- posMble* alone*, anel that e‘e*onomie* truth is an 
uneler^landing of the* relatieni be*twe*e‘n sul>j(*e*t anel e>bje»e't. 
Spann, freiin a broad seicioleigie-al stanelpeiint, e’e)nsiele*rs the* seicial 
aggre-gate* as an “articulateMF^ whede*, to wliieh the* ‘‘fune’tieins’’ 
e)f mehvidual parts are sul>e)rdinate*. 

The* weirk eif Max \VelH*r On the Objectivity of Sociological and 
Soci(f-P(ditical Knowledge (1901) eliel inue*h to start the episte*me> 
leigie-al elise’ussiem. \V<*l)e*r staiuU fen* a “critie*al obje*e*tivity.'^ 
lie* re*jee*ts the* me*re*ly s'ui)je'e*tive*, sue*h as e’tliie’al anel seicial 
iele*als, as a basis for e*e*e)nennie* scie‘ne*e* - sue*h e*e)nce*pts must 
Ik* inelivielual, anel thus lae*k ge*ne*ral valielity. He* re*e*e)gnizes^ 
heme*ve*r, the* e\iste*ne*(* beith of *Tele*al tyiH’s” arriwel at l>y 
histe)rie*al evedutiem, anel alsei eif “su|HT-individual enels’' or 
value's. Tlu'se* may have* .suffie*iently ge‘ne*ral re'e’e^gnitiem to 
be'e*e)me* e)bje‘e*t ive* e*ne)ugh te> se*rve as .srientifie’ elata. But he 
ap|H‘ai*s te) hedel tliat me're'ly ]>ragmatie (survival) vahu's are 
re'ally subje'ctive*. li. Wilbranelt sheiws \Ve*lK'r’s influence, but 
he* base's e*e*e)ne)mie*.s ein activity re'eiuire*el to avend suffering, and, 
while* he* se’e's ne) peissibility eif ge*neral neirms unle*ss diTivexI from 
the nature* eif man (whie*h le'ads him teiwarel anarchism), he says 
that the eejonomist can arrive at rules for particular cases. 
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Sombart and Voight arc others who accept much of Wcln^r^s 
thought. Nickel, while criticizing Wcl^er^s epistemology, would 
derive norms from the necessities of economic Ix'luivior. 

Weberns thought has Ix'en attacked by such economists as 
G. Cohn, Schmoller, and Phillipovich, who d('f('nd thv idea of 
norms based either upon the reality of gc'iieral culture, or the 
value of acts which are ‘^usefur' both to the individual and to 
society. 

Suranyi-Unger has contributed judiciously to this discussioii, 
as well as to that concerning the nature and place of (economics. 

This discussion may 1x3 thought of as growing out of tlu^ battles 
over the Historical School, in the sens(3 that that scIkx)!, in 
standing for relativity, and what is as opposcxl to what ought 
to be, raised the fundamental epistt'mological (iiu'stions as to 
(1) the validity of economic laws, and (2) whether (X’onomic 
laws are to \ye positive or normative. 

This sketch may conclude with a i)rief reference' to Alfred 
Amonn, who has worked out a system which iiulicate's one 
possible outcome of so many divergeuit tencl(‘n( i(*s. Amoim is 
notable not only as a critic, but for a sustairu'il attempt to 
harmonize different theories by distinguishing diffcMeait ordeals 
of economic activity.^ (He is, accordingly, accuseal by Li(‘finan 
of eclecticism.) He distingi4Hhes (1) individual ('conomics, 
which deals with exchange and value, both subjc'ctive; and ob¬ 
jective, thus retaining much of the Classical thc‘ory; (2) Political 
Economy, or the theory of social welfare', in which socio-h'gal 
arrangements predominate, and price .suix*r.s(xl('s value'; (.‘^) Ap¬ 
plied Political Economy, dealing with me'thods of re'form, etc. 
The second branch of his systean of thexight include*s a diffe'ien- 
tiation between statics and dynamie*s. 

Amonn’s thought has receive'd wide re'cognition in Germany, 
since it makes place for diffe3rent thce)rie3s, while limiting the 
field for each. (For example, Spann likes his rejection of Clas- 

^ Objekt und Grundbegnffe der thporelischen Nalioncd&konomic (1911); Orurul- 
zilge der VolkswohUtaruUlehre (1926>; critical articles in Archiv fdr Sozial^ 
wiaaaenchaft. 
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sical th(M)ry in the fi(*ld of national c»conomy, but dislikes his 
aceciptaiKHJ of it in the fi(‘ld of private economy. Di(‘hl chargers 
him with n<»glocting h'gal conditions.) A more fundamental 
criti(‘i.sm is the failunj to s(‘parate (jualitative values (subjectiv'e 
ends) from (|uantitative values (objectives mcarts), which is apt 
to be eonn(‘ct(Hl with any attempt to se‘gre‘gato individual and 
social e‘eonornie*s. Perhaps, te)e), Amf>nn\s elistinctie)n l)e*twe*en 
dynamics and statics is too much concerned with mere quan¬ 
titative* difTeren(*e\s. 

General Characteristics. — Some of the chief characterlstie's 
of mode'rn G<*rman eH'onejmics may Ix' state?d as follejws. It 
stands for much natiemalism as opix>s(‘d to individualism and 
eosino])olitanism. A eare‘ful analysis e)f the functioas of the 
state* is a se rvice fe)r which we must thank Ch^rman thinkers. 

Te) Is* ass()e*iate‘el with this fact, no doubt, is thear pre>gre*ss 
in se'ie'iitific critie*ism ale)ng the* line e)f se)cial re*form. They have 
se*e*n that history e*viele*ne*e*s that private* pre>|>e*rty rights arc 
ne*ithe‘r so e*oinpre‘lie*nsive* ne)r se) abse)lute* as at first ap|K*ars: 
the* se)e*ial siele* of i)re)|K‘rty has bt‘e*n illuminate'd. Pre>fe*s.<or Mar¬ 
shall says It is true*, “as German writers have well urgenl, that 
ecoiie)inie*s has a great aiiel an incre*asing (*e)nc(*rn in me)tives 
ce)nne*cte*el with the* e*olle*ctive owne*rshi|) of pre)jH*rty and the 
colle*e*tiv(* jHirsuit e)f important aims.“ ^ In ge*ne*ral, it is true 
that in Germany se)e'ie)-pe)htie*al e|ue*stie)ns se*e*in to Ik* the dom¬ 
inant e)ne*s, anel me)st eif the* younge*r me*u are critical as to the 
she)rte*e)mings e)f e*apitalisin. 

'rile* forc*going fae*ts are* asse)ciate*d with se)me* teauleaicy to 
suborelinate* e*e*e)ne)mie*s te) the pe)litical ends of the state, in a 
way which may le'ad to a de'fenso of such tendencie\s as 
^4<aseism.“ 

A broad analysis of economic motives Is characteristic of 
CJerman e'ce)ne)mic thought. National, moral, and ethical factors 
have lH*e*n nu)re often allowed for than in English economics. 

The* German tendency to distinguish sharply Ix'tweiai “ price 
and “value,” represents an important diflference for the lack of 

> PrinciplcB, p. 87. 
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which English-speaking economists have suffered. This no 
doubt facilitates an understanding of the difference Ix'tween 
subjective and objective values, and it suggests the difft'naice 
between ‘S^aliie economics^' and price economics.^' 

These various characteristics are accoinpani(Hl by the prev¬ 
alence of comparative and historical studies. Under the wide¬ 
spread influence of the Historical School, monographs d('aling 
with such subjects abound. The Ch'rman economist tends to 
take the biological or organic point of vi('w regarding the (‘volu¬ 
tion of institutions, and thus avoiding tlu‘ particular form of 
absolutism so common in ICnglish and Fn'uch (‘conomi(‘s. Som(‘, 
however, have shown a certain narrownc'ss in iiit(‘rpr(‘ting the 
views of the Classical economists, residing into th(‘ works of the 
latter a belief in unlimited competition, frecnlom of trade*, etc., 
which is not to be found there. 

11. Italy ^ 

No better illustration of the relationship b(*tw(‘(*!i industrial 
evolution and the ])rogress of e(*onomic thought could lx* givtai 
than that afforded by recent dev(‘lopm(‘iits in Italy. During 
the greater part of the s(‘vent<‘enth and (‘ightexaith (*(‘uluri(*s 
Italy, decadent, had lost h(*r (‘omm(*rcial l(*ad(*rship and was 
the obj(‘ct of diplomatic and martial struggl(‘s among for(*ign 
powers. 

The forces leading to thi French I{(‘vohition W(‘re not without 
effect, however, and accordingly wc* find such relatively im¬ 
portant nam(*s as Genovesi (1765), Galiani (1770), H<*ecaria 
(1769), Verri (1771), and Ortes (1774) coming to the front. 
Although all were limited by the undev(*loped character of 
Italy^s economic background, they advocatc^d some meiusunj 
of industrial freedom. 

^ Suranyi-Unger, Economics in the Twentieth Century, Part III; Ral)t)cno, 
“Econ. in Italy," Pol. Sci. Quar., VI, 4.‘}9 (1S91); Loria, ‘‘lOuon. in Italy," Ann. 
Amer. Ar/i/l., II, 20.S (1891); Palgrave's Dielionary; (Iraziaiii, ‘‘Sullu relazioni 
fra gli studie pconomioi in Italia e in Gcrnuinia nul .suuolo XIX,” in Enlwiektlung 
d. deutschrn Volksunrlscha/tslehre, No. XVII; C’rissa, [ntrodnrtion: Schnlloni- 
Schratenhofen, Die theorelische Natiofuilokonornie Itahens in newsier Zeit (1891). 
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Developments to 1876. — Durinj^ the greater part of the 
(‘(‘iitiiry, lio\v<‘V(‘r, and down to but little more than 
a j 5 (*n(‘ration Italy fell behind tin* rountries leading in 

(‘(•onomic thought; for she was torn and divided, politically and 
industrially, while* h(‘r industrial backwardiu'ss withlield both 
the problems and the* j)henomena of economic life* that W(‘re 
a|)pan‘nt in more advanc(‘d stat(*s. A rath(‘r shallow optimism 
furnish<‘d the* pre*vailing (*e*one)mie phile)sejphy. Accordingly 
fre)m ISOO ele)\\n te) 1S70, the* e*hie*f e*e)ntribution.> coiL<isted in 
some* se'atte'ring steielie^s in e‘urre*ne*y anei taxation. 

During this e‘arly niue*tc‘e‘nth-e*e*ntury ])erie)el, the name*s of 
Ciioja ^ (I7t)7 IS29) and Ferrara (ISIO 1900) may lx* ne)te*d, 
the* latte*!* be*ing transitional to the (l(*ve‘lopment which came 
aft(*r 1S7(). Ind<‘e‘el, frenn Fe*rrara may l>e* date*d the* b<‘ginning 
e)f the* m()ele*rn el<‘ve*l()pn!e*nt of e*e*one)mie*< in Italy. He* wre^te 
lie) ce)inpn*he‘nsiv(* work, but was a teacher and e*ditor, whose 
vie*w’s chie'lly on value*. mone*y and l»ankmg, and hi>te)ry e)f 
econeimic eloctriiws are* large*ly funnel m introductions con- 
tribut<*el by him to the* /ifhhotrni tUW He* was a 

fre‘(* trader. In ge*ne*ral, Ins views on methe)el, (jitvti'nmait !/e/cr- 
vention^ and the* nature* of e*e*e)ne)mie* laws, were* like the).^* of 
Hastiat anel the Fre*ne*h optiniistie* >c!ie)ol. Ferrara is notalilo 
as b<*ing (along with the (M*rman, Duhnngi a follower of Henry 
(’are*y; for he* aece*pte*d Uare*yV pe*culiar rent idt*as, and made 
the* .\me*rie*airs e*o.>t-of-re pre)elue*tie)n ide*a of value* the* center of 
his e)wn .se*he*nie* eif elistribution. Like* Ha>tiat and Caivy, Fe*r- 
rara’s theiught is full e)f paraelo\e*s. 

Hut in 1S70, Italy b(*e*ame umte*el. Soon th(*reafteM* the plie- 
iieime'iia e)f traiispeirt, tariffs, (nuTe*ne*y, anei the like, be'gan to 
devedeip, while* a single* government anei a uniteei ]K*o])le cenild 
confreint the* preiblems which atteiide*il an evil social and financial 
condition. Forthwith, a meire scientific study of such subjects 
as population and public finance, made its apjiearaiice. The 

' Ciiojji wrote* .Vhopo prosin-tto ddle scimze tconomiche (1S15-IH17). Ho tul- 
vo<*at«Hl larKt*-Hc;ile ontorprise aiui iixluatrial protect ion, and severely chticiieHl 
Smith and Say. 
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leaders of the new movement were Messcdaglia and Luigi 
Cossa. 

Messedaglia (1820-1901), though not a polemist, may be re¬ 
garded as the central figure in the reaction against the ideas 
of Ferrara and the then dominant ‘liberal school/^ He had 
little constructive power, but was a keen analyst and a careful, 
accurate worker, with considerable powers Jis a logician and 
statistician. A trained physicist and mathematician, he reflected 
developments in the natural sciences, and stood for the intro¬ 
duction of more scientific methods into (economics. Messedaglia's 
best work is found in the field of statistics, monetary probh^ins, 
and public loans. He will be remernbc^red for his modification 
of Malthus’ statement of the law of population; for lu; rea.son(‘d 
that even as a tendency, the increase of population could not 
be in a geometric ratio — 2, 4, 8, 16. When the food supply 
falls short, the power of population to increa.se will be diminished 
and the rate of growth decretised. Thus 4 ix^rsons will t(Mul to 
produce, not 8, but 6, the result being an arithmetic progression, 
though still a more rapid one than governs food. 

Meanwhile, the influence of Gunman economics, whi(‘h, jxs 
will be remembered, was undergoing important developnumts 
at this same time, must be olxserved. Both C'os.sa and Nazzani 
studied in Germany, and the Italian reaction of 1870 was much 
affected by German thought. 

Luigi Cossa (1831-1896) was the first modern Italian econo¬ 
mist to win wide international recognition, and to him is due 
in large measure the establishment of Italian economics on a 
scientific basis. At the close of the nineteenth century, the 
greater number of the younger Italian economists had f(4t 
Gossans influence as a teacher or writer. He is l)est known by 
his investigations in the history of economic thought (Gnida 
alio studio delV economia political 1876), although, like so many 
of his countrymen, he has done good work in the science of 
finance (Primi elementi di scienza delle fiuanzey 1876). His Guida, 
trans’ated into English as an IrUrodwiion to the Study of Political 
Economy, besides showing an extensive knowledge of the eco- 
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nomic literature of all countries, together with much critical 
ability, has a ‘theoretical part'' which contains valuable sug¬ 
gestions concerning the scope and method of economics, and 
proves the writer^s claim to rank as a systematizer. Cossa 
studied in Germany under Roscher, and in Austria under Stein, 
being particularly influenced by the former, whom he calls his 
“revered master.” Yet, on the whole, he is a follower of the 
doctrines of the Classical School, and, while very sympathetic 
with historical studies, he severely criticizes the methods of the 
younger Historical School. 

Others who h(‘lped the new movement were Nazzani, I.»am- 
pertico, and Cusumano. Nazzani (1832-1904), who showed 
con.si(l(*rable criti(‘al ability, combiiHHl the doctrines of Roscher, 
S(*haffle, and Wagiu'r with ilic Classical (‘conomics, although in 
the main he ladd to the Ricardian economics as develop(‘d by 
S<*nior.^ C^isurnano * had studied in Berlin. I^ampertico,* like 
Nazzani, was a pupil of Messedaglia. 

Naturally the influx of ideas from the German Historical 
School and Socialism of the C'hair meant war from Ferrara 
and his followers, among whom were Magliani, Martello, Pareto, 
and Peruzzi. Ferrara ojK^ned hostilities in 1874, and here’ another 
of Mes.s(‘(laglia\s pupils, L. Luzzatti, gained .some local fame by a 
temjx'rate but weighty rejoinder. This writer\s statement of 
the cas(», as l>eing typical of the new Italian movement, is worth 
quoting from: — 

“Betw(*eii the Classical economists at one extreme and the 
socialistic iconoclasts at the other, there is to-day a mediation 
in the historical or inductive scliool. . . . Its adherents do not 
admit a priori either harmony or contradiction of interests. 
They investigate the world tis it is, and not as it ought to lx?. . . . 
They admit liberty as a principle. . . . They respect and up¬ 
hold progress equally with lil)crty; and where compulsory social 
action, i.e, the action of the state, serves to prevent conflicts 

' Sunto di rcon. pol., 1873 (a textbook much used ia Italy); SoQoio 8uUa rendila 
fotulitirvi, 1S72: Sag-ji di cconornia p ditica^ 1881. 

* Lo 8cw)lc iron, ddla Germania, 1S75. 

* Econ. dci poi)oli c degli stoli, 1874-1884. 
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which liberty promotes and to procure l)euefits which liberty 
obstructs, they accept in their economic proceedings a directive 
action/^ ^ ' 

The new school founded the Giornale degli cconomidi in 1875 
as its organ,- and the editors — notable among whom wiis 
Forti — spread German economic idc'as. It stood for tlu' his¬ 
torical approach and acc('pted much state int(TV(Mition. Ih'sidos 
those already mentioned, the names of Cogiudti d(‘ Martiis 
(1844-1891), C. Fiararis, K. Schiattarella, and Ricca-Salerno 
are to be noted. 

Some Leading Economists since 1876. — Aside from the 
earlier leaders such as Ferrara, Messc'daglia, and L. ('ossa, th(' 
most important Italian economists, as ‘udgcnl by work done 
between 1875 and 1910, appear to have bcfai Graziani, I^oria, 
Pantaleoni, Pareto, llablxaio, and Ricca-SaI(‘rno. Supino ^ and 
Conigliani are also to be mentiomxl, tlu^ fornna* having Ix'come 
a leading exponeait of Neo-Classicism. 

Ricca-Salerno (b. 1849) was a pu])il of WagiuT and holds 
a somewhat eclectic position concerning method, t(‘m]xa’ing 
a Classical basis with a knowledge of historical criti(*ism and 
an allowance for socio-i'thical factors.^ Ih* follows Sax in finan¬ 
cial theory,^ applying the deductive* m(*th(xl and the* marginal- 
utility analysis. Graziani and ( onigliani an* his pupils. Graziani 
has written well on machinery and wage s, stock e*\'e*haiige*s, anel 
other subjects in applied econe)mics.'^ He* ace*e*pt(*el the* Austrian 
subjective theory of value,^ but combined it with obje*ctive* e*le'- 
ments, perhaps under the influ(*ne*e of Marshall.^ J^spe'cially 
notable are his application of the marginal-utility th(*ory to 

^ Giornale degli economisH, Sopt., 1875. Cited by Uabbono in Pol. Sri. Qiinr., 
VI, 444. 

* Discontinued 1878; rej'stabli.shed in 1886 by Zorli. He had the nwiperation of 
Pantaleoni, Mazzola, and Do Viti 

3 Principii di economui politica, 1904. 

^ D(i melodo in (conomia politica, 1878. 

® Manuale di scienza delle fmanze, 1888. 

® Studii sulla troria rconornica dclle macchinc, 1891; Trorm delle operazioni di 
borsa, 1890; Inslitutzioni di scienza delle finanze, 2nd ed., 1911. 

^ Storia critica ddla teoria del valore in Italia, 1889. 

* See Inslitutzioni dt economia politica (1904, 4th cd., 1925). 
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distribution. Conigliani (d. 1901), in his work on taxation, 
adopt'd th(‘ h'adinj' idojis of Sax.^ 

Pantah'oni (d. 1924) may also bo classod as an (economist wlio 
was larji;oly afT(‘(*l<‘d by (lorman thought, for ho show<*d the 
influ(‘noo both of Wagnor and of tho Austrian Sohool. Ilis Priti- 
cipii di evonumia pura (18S9; has lM‘<*n translatod into Knglish 
as Prinriple.s of Pure ErouomicH (1898), and is ono of tho 
known Italian works. Pantalooni a|)iM*ars to Ik? at bottom an 
adh(*n*nt of tho da.x'^ioal or X<‘o-('lassioal Sohool, for ho dofino.s 
ooonomios much as S<‘nior <lid, rooonoilos marginal utility and 
marginal cost or disutility,' and oj)pos(‘< th(‘ intorost theory of 
Bohm-Hawork. Ho mak<‘s oon<id(‘rabl(‘ u.so of tho mathomatir‘al 
iiK'thod. His book on tho inoidonoo of taxos was notablo as an 
early work.'’ 

Vilifnalo i^in‘to (d. 1922), originally a math(*matieian and 
ongiiu'or, was 1(‘<1 by I^uitah‘oni into (‘oonomics. Pareto was a 
mathomatioal rationalist, in many ro<poot'< like* Walras, and 
may be* olasH‘d as a na'iiilwr of the* Lausanne* Soheiol. It is also 
te) be* ne)te*el that he* unite'el with Fe*rrara te) eippeiM* tho Se)oiali<ts 
of the* (’hair. An out.'^tandiiig charae'te'ristie* of his theiught is 
his une*e)mpre)mi>ing msiste*ne‘e* upon the* e‘xisti'nce of laws or 
uniformiti(*s m human ae*ti\itios. 

His first tre*atiM* on pohtie*al (*oone)my ^ (1S96) prose‘nts a 
e*le*ar elisou.s.sion eif the* dote*rminatie)n of objertivo oxe*hange 
value*, analyzing de*manel and supply with pre‘e*i>ion. His pro- 
pe)se*d substitutiein of the* te*rm “e)phe*limity” for “utility/^ on 
the* grenmel that the* latte*r is not .<ati.‘<fae*te)ry for se'iontitio use?, 
is me*rite)rie)us and well known, though not followed save by a 

' Ttorui tihtli iconomici d*Uc imjwstt, ls*.K): conrorning Sax, goo alx)vo. 
pp. iiJ’J (. 

lit* writes. '* But whoever nUinit.H this, must reeognize that the now doctrinca 
of the final degree* (d utility are :i no less unexpeeted than erushing demonstra¬ 
tion of th(» prei ision, eleg.aiu'e. and truth of all the tlu'orems of thoortho<iox and 
t'lassie ei'onoim.sts ” Pantaleoni .savs that “we i)ossi's.s two works of capital 
importanet*. the study of which is inilispeiisable t«> any one who would perfect 
him.self in e<'onomn*.s“: M.'irshaH’.s /Vo<ri/>/»'* and Pareto's ('ours. 

^ Tronn ddbi tniiihizioiit ilritnhuli (ISS'J). 

^ Conrs d'tconoffiic ixdduiut, 2 vol.s., Lausanne. ISOfi; haa interesting digciissioD 
of rent, entrepreneur, and diiuiiiishing returns in production. 
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few disciples. The idea of a definite proportion required among 
the factors of production in order to insure economically suc¬ 
cessful results, is sometimes called Pareto^s Law. Pareto's name 
is also associated with a law of the inequality of the distribution 
of wealth, based upon statistical data which show that the larger 
the fortune the smaller the number of those who possess it. 

This great Italian economist showed remarkable development 
in his thought. Originally he accepted the Classical doctrines 
of Liberalism, merely taking in marginal utility (ophelimiiy) 
which he treated as a quantity of enjoyment, as ai)pears in his 
Cours. Then he developed the tendency common in the mathe¬ 
matical school, to treat marginal utility merely as the basis of 
exchanges, or a ratio, and at the same time to minimize the 
theory of value. He adopts the technique of “indiffenMice 
curves’' dealing with relations among valuation quanta with¬ 
out measurement of amounts of value. This ap|)ears in his 
Manuale di economia politica (1906), in which he seems to be 
less convinced of the applicability of the more abstract doc¬ 
trines. Finally, he showed the mechanistic^ tn^nd of his thought 
by publishing a notable \vork on sociology {Trattato di sociologia 
generaky 1916), in which he recognized the limitations of refk'c- 
tive choices as an explanation of social life, and allowed for 
customs and conventions. Thus he distinguished two sets of 
human motives, the logical and the non-logical or emotional. 
His general idea throughout, however, is one of eciuilibrium — 
an equilibrium between (1) desires and (2) obstacles to desire 
gratification, including the wants of othcjrs. Thus he attempts 
to build a mechanistic theory of social equilibrium which, in 
its conception of human thought and action as largc^ly non- 
logical, readily lends itself to a Machiavellian sort of control 
by the state. 

Loria deserves a separate paragraph, not because of the sound¬ 
ness of his views, but because of their difference from the others 
and a considerable originality.' He makes a study of real prop- 

' Chief works: — La rendUa fondiaria e la sua elUione ruUurcUe, 1S79; Analiai 
della proprield capUaliaia, 1889; Studii aid vedore della moaeta, 1891; La terra ed il 
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erty the basis for an attack upon the present system of distribu¬ 
tion. Though Loria by no moans accepts the organic conception 
of society, his peculiar contributions largely lie in the field of 
sociological economics. He follows a hedonistic philosophy and 
a pun‘ly economic interpretation of history; morals, law, and 
politics are not caus(‘s, but n»sults, of economic conditions. But 
land is the cornerstone of the system. (Capitalistic prop(Tty is 
found(‘d ui)on the viol(‘nt .suppression of free land. Thus no 
men* laws could renu'dy pre.sent evils, but only a diffusion of 
pro[)(»rty. In his latest writings he defends the right of each 
man to land, and, as a practical remedy, suggests the payment 
by (‘inployc'rs of a territorial wage*' for a term of years, with 
the id('a that at the end of th(* period sul)stantial equality would 
exist — as in “final’' or primitive* society — and cooperation 
could be hop(‘d for.* Ix)ria a[)pears to overl(K)k the significance 
of bases for capitalization other than land; and few will accept 
so rigidly economic an interpretation of human motives and 
history. 

Various Schools. — Following the chis.sification adopted in 
di.scussing the German .schools of economic thought, one finds 
that all th(* groups are .similarly manifest<*d among the Italian 
economists active* b(*tw(*en 1870 and 1910. Two notable (*x- 
ceptions, how(‘V(*r, are to l)e found: The protectionist policy 
had little* or lU) hearing among Italian economists, and the more 
railie*al de)ctrin(*.s of Sociali.sm have almo.st lus little of a following, 
Labriola repre'senting Marxism and I^nc adhering to syn¬ 
dicalism. 

A number of the Italians mentioned may he classed as being 
on the* wliole adh(*rents to the lOnglLsh Classical School, among 
thc.se b(*ing Roccardo, L. Cassa, and Nazzani. Ferrari is to be 
classed with French Liberalism. Zuccarini ap|X'ars to adhere to 
the Classical tradition. Hicca-Salemo, like Cossa, modified 

aUlenia aocialc, 1892; Corao <H cconomia jwhiica, 1910; and the following Eng¬ 
lish translations: Conlfmparary Social ProNema, 1911; The Economic Synthesia, 
1914; The Economic ('auma of U’ar, 1918; Karl ^^nrr, 1920. 

* PonMuzionc cconomica oditrna, ItKX). Sim* also La rendiia fontiiaria e la sua 
elisions nalurale, 1879; and Economic Fouruiations of Society^ London, 1899 
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Classicism by adopting views of the Historical School. We 
have already rat('d Siipiiio tis a N(H)-Classicist. Paiitaleoiii wtis 
Neo-Classical and mathematical, and much the same may be 
said of Valenti. 

More akin to the German ‘^Manchester SchooF' are the 
l-aisser-faire individualists, Martello, Berardi, and Bertolini, 
whose ideas have becai repr(\^ented in L'cconomiaUi, Th(4r 
thought is optimistic and stands for free' trad('. 

Within the historical group, several .sub-groui)s may be dis¬ 
tinguished. Sonui ar(‘ barely toindied with th(' historical spirit, 
such as Nazzani, Alessio/ Ricca-SalcTno,- and p(*rhaps Lam- 
pertico. Others resembh* the olden* Historical School — and 
even Roscher, the l(‘ast radical of them ^—among th(‘S(‘ being 
L. Cossa, JO. Cossa,** and (robl)i.^ Loria ^ and Ciisumano go 
further than ('osvsa in tlunr emphasis of histori(*al nJativity. 
Finally, come a few r(*pr(‘S(*ntativ(\s of th(‘ ('xtre^na* type' of tluj 
younger Historical School, th(\se being r(‘pr(‘sent(Hl by such (‘ar- 
lier economists as Schiattan'lla^ and (’ogiadti^ (ISH bSOl). 
Fornari '^ and Toniolo may also be classcMl as partly of th(‘ His¬ 
torical School, the latter b(‘ing .sociologi(*al and religious in Ixnit. 

It must be not(‘d that most of these' me*n stoe)el fe^r a ele'grex' e)f 
eclecticism not associate'd with the' ine)st typical me'inben's e)f 
the German school, and that the^y he'lel fast te> a large*r part of 

^ Sfwgio snI sisUnia Irihut'irio in Italia, 1SHS-1SS7: Studn snlla Itoriti del 
valore nd catnhia inttmo ClS^M)); Ltzioni di tconamia pnldira (nrj.'i-iaii 0. 

^ IJ<1 mttndoin (cononna jxddica, 1S78; Staria ddb dotirinv Jtnamiant, iSSl; 
La bur id d< I mini lu 

^ Lc formr tialuralr ddla (conomia sociab', IS‘M); S(*o also articles in thi* (hunt, 
d. €c., 1900 and 11)07. 

* La concorrrnzfi e.stfra c gli anlichi tcononii.sti Italinni, IHSl; L'* conomia 
Vulitica ntgli srritlori Italinni di I srcole X VI -XVII, 1SS9. 

^Lattoria dd valore myh ccoaominti Italianx, 1SS2. 

^ DdV cconomia politica ?id rnrdio tvo, 1870; La boria dd commcrcio di i yrani in 
Italia, 1877. 

^ Dd metodo in economic socialc, 1875. 

* Delle aitincme tra Viconomia socialc e la storia, 1805; Lc forme primitive ddV 
evoluzione economica, 1881. 

® Ddlc teorie econorniche ndle, provincie Napobtane, 1882-1888; Antonio Serra c 
Mard Antonio dc Santis, 1879. 

D(i rernoli fattori della potenza econo mica di Firenze, 18S2; Sculaslica id 
umanismenelledotlrvneeconomichc, 1887; Trattato di cconomia suelaU (1907-1909). 
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the C'la.s.si(*al Kiiglisli (‘ooiioniics—I><iria, of course*, Ix iiig a 
notable* (*X(*e*|)tion. 

C'los(‘ly coim(*ct(‘(l with tlie* Historical School is a grouj) of 
sociological (‘coiioinists, s(‘V(*ral of whom have? be*e*n much in- 
flue*neM‘d by S|)e'iu‘C‘r: Schiattare‘lla, Hoccarelo ‘ (1829 1904), ( og- 
ne*tti, anel Habbe*ne). i{al)be*no (el. 1897; in his tlieaight sIkjws 
a cone*r(‘te», practical turn of mind, an ineluctive* method, and 
se)e*iole)gie*al t<‘nele*ne*i(‘s. His (‘hie‘f works ^ (1883 1892) de^al with 
labe)r, e*oope‘ration, and Ame*rican protectie)nism. 

P(‘rhaps this is the place* to r{*fe*r to H(*ne*ele*tto (’roe‘(*, the 
f)hilosophe‘r-M>ciologi>t, whose* attacks on Marxian niate*riali>m 
anel e*ritie*ism eif obje*ctive mathe*matical me*the>d>, have* had 
mue*h influe*ne*e.*^ 

State* Se)e*ialism “ inclueling many of the* “se)cialist'< e)f the* 
chair’* - has (\ E. Fe*rraris * as its e*hie‘f re‘prese*ntati\e, he* be*ing 
one* e)f \Vagne*r’s pupils. Cusumane), lorti, anel Mortara may 
be* e*la.sse‘el he*re‘, and Lamp<*rtie*ei anel Luzzatti al'-^e) he*lel .M>me* e)f 
the* iele‘as eif this grenij). Te)nie»le) naturally she>ws .M>me* aflinity. 

3’he* e*e)n[iie*ting te‘nde‘ne*y re*pre‘.se*nte‘el by the* Austrian S(‘he>e)l, 
has be*e*n ae*tive* in Italy, as wemid be* infe*rre‘el fre)m its ade)ptie>n, 
at le*ast partially, by sue*h ine*n as (iraziani,'‘ Mazze^la {lStk3 
1899), It. \'e)lta, anel (’. 1''rive*re). K. (\)ssa,^ ('einigliani,* Ale ssiei,'* 
anel Hice’a-Sale*rne) al.M) aele)|)te'd mue*h e>f the* Au-‘trian value* 
the*e)iT. As alre*ady inehe*ate*el, Pantale*e)ni ace*e*pte*el the* marginal- 

' Boccanto ^^•rrar:l as oUilor of the ti>lV tconomxMn He 

wa,s a fn*»» trader and pul>li>hed his Trattato ttorxrtt-jmitu'o </i tomnmin }x-A\hcti 
(iS.Vn in the sjnrit of Mill He nv.is iidiueneeii hy Speiieer 

^ I/trnluztoii, (Itl luhnrn, Issjp /n (VM)pf rojifOd in I nffhiltt rrn. I'v'N.'i. I.n ro- 
ojy^razwtn in Itnhn, Issei, Lt sorittn cooptrativi di prtniuzionf, Ivst); II jirot<zn>- 
7Uitfno Ann rii'tnm, Isirj , 

* Mat* ruilisnnt stnriro til /rnnonint Marxisticn (llMH)); Uninzn>rn' dilla f'lliisntia 
del dinttn <iUn ftlosajm th //' t rmnunni (llH)?). 

^ di imnntnni dnii.dn'ti, isse). Motnta e corsn fnrzn'to, //lif.-tieara- 

zinnr dufU opirni, ISSS. rnnnpii d\ sen nza fmncnria, Is'dJ. 

^ Slorni critira dtlla ttona thl vnlore in Itnlni^ ISSI); di icomnnui 

jiolitica (HKM). 

* Le forme fuUuralc dtlla tconomia socudct ISIK); Primi ehnnnti di cconomia 
agrarui, ISOe). 

^ La rifnnrui dtlle hggi sui trihuti lorali, ISOS; Sagffi di tconomia fhditica, IWH. 

^ Studii snlla tenria dd mlore tni camhio itdrnio, IS’H); Lezioni di tconomia 
politica, 102S~10*J4. 
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utility idea of value in an eclectic sort of way, but by no nu'ans 
followed the Austrian School in their typical conclusions con¬ 
cerning cost and interest. After all, it is in finance that the 
Austrians have made most converts in Italy. 

The doctrine of marginal utility has met severe criticism, and 
among othem Supino,^ Loria,^ and llabbeno have attack('d it. 
These critics seem agreed that the emphasis of "marginal util¬ 
ity,'' including as it does the ideas of utility and scarcity in a 
single word, means little but a change in terminology, while' 
they regard the purely subje'ctive tendency as one-sid('d and as 
leading to the use of standards which cannot be precise. A. Gra- 
ziadei is notable for a penetrating attack upon the psychology 
of diminishing utility, in which he develops the theory of in¬ 
creasing satisfaction.^ 

The Mathematical School, headed by Pareto, has such fol¬ 
lowers as U. Ricci (who ck'velops tlu' mast('r's thought in .M'V(*ral 
respects '*), Amoroso,^ Barone, Caesari, A. Roberto Murray, 
Tonelli,® Del Vecchio, and Boninsegni. 

Summary. -All authorities seem agreed that the Italians 
have a notable tendency to ech'cticisni in (’conomics. Thi'y 
soften and harmonize the teachings of various schools. Be¬ 
ginning with the (1a.ssical economics, they f(*ll under tlu' in¬ 
fluence of Bastiat and C'arey, and k'errara sonu'what modified 
the English doctriiK's in the direction of optimism. To this 
condition, came the historical t(‘ndency, led by (\>.s.sa, out of 
which admixture arose the dominant historico-liberalistic ('cl(‘c- 
tici.sm of the early 1900's. Soon the Austrian subjc'ctivism wius 
added, with Graziani outstanding. But even the marginal- 
utility theorists make some modification, approaching more 
ckxsely the Classical theories, and so making a fusion with the 

' Giornale degli fconomisti, 1889. 

^ Nuom ajilnlogm, April 1, iSfX). 

^ Irdorno alia Ivgo^ dd yodirnento decrearnte cd nl principio dd grado Jiruilv di 
utilita (1901); Pnzn r sovraprezzo ndla cconomia capitalidica (192'1); Lc tcoria dd 
valore rd il prohlcma dd cajniala ** conslattlr'* (1920): arul other works 

^ See articles in (Horn. d. rc., 1906, 1924 

^ Lrzioni di rcono mi tnatrmatica, 1921. 

® Pietri-Tonelli, Lrzioni di scienza cconomia rationale cxperimcntale, 1921 
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otiior Rrouj) less difKcult. Finally, Pareto with his mathematical 
and rationalistic thought lx!(*aine a leading factor — and he 
turned sociologist! 

WIk'ii all hius iM'en said, it remains tnie that well down to the 
close of the hust century the original contributions of Italian 
thought to the progress of economic scituicc; had Ihs-ii slight. 
Hut as Italy develoi)s industrially, and !ls Italian thinkers en¬ 
rich th(' soil of a national economii* literature, the sid)tl(‘ work 
of Pareto, Graziani, and their resjx'ctive followers, supple¬ 
mented by the us«‘ful historical studies led by L. Cossa, are 
bearing fruit. 



CHAPTER XXXIV 


ECONOMIC THOUGHT IN ENGLAND AND FRANCE 
FROM 1860 TO ABOUT 1916 

I. England ^ 

The more recont dovolopmoiits in tho oroiioinir thouj^ht of 
England have lunai touchoil upon to soino oxtiMit in pr(‘ccding 
chaptors. Thus J('vons and Marshall hav(^ Ixmmi discussrd; and 
the eonerete-historieal work of Bagcdiot, rx‘sli(% Toynlxu', 
Rogers, and Ingram has he('n outliiuxl. Thornton and oth(*rs, 
too, wen' UK'ntioned in eonneetion with th(' downfall of tho 
wages-fund tlK'orv. In short, th(' way has Ihh'u pn'pan'd for a 
brief general statenu'iit eone(‘rning th(' dev(‘lopm('nt of (‘co- 
iiomics in iMigland sinec' 1870. 

For about a g(Mieration after 1850, the Ricardian ('conomics 
as restated by Mill reigiKM:! suprenu' in England. ^FIk' torn' of 
the s3'st('m as a whole was d('cide<ll\^ inat('riali>tic, obj(H*tiv(*, and 
neglectful of ethical factors, and, n(H‘(lI(‘>s to siiy, (hnluction 
was its logical W('apon. It was highh" individualistic. Mon^ovtT 
its spirit, and that of its followers, w('nj (juitc' al)solut(' and 
dogmatic. To be unorthodox in economics was a s(*rious n?- 
proach. 

The End of Classicism. — Henry Fawcett (1888 1884) and 
John Elliott Cairnes (1824-1875) may be named as th(‘ l(‘ad(‘rs 
of tho later Classicists. Fawcett did little mon' than pn'snit a 
compendium of MilFs economics. Cainu's, how(‘V(‘r, was an 

' Besides the works of the authors referred to, .see Fox well, “ lOeononiic .Move¬ 
ment in England,” Quart. Jr. Earn., II (ISH7); Ashley, ‘‘The Present Position 
of Pol. Eeon. in Englanrl,” in Dir Entwickdung d. ib ularhi n VolkHwirtsrhufU- 
l(hrr, Erstcr Toil: Palgrave’s Dictionary; Prieo, Political Economy in Enylaiul; 
Suranyi-Unger, Economics in the Twentieth ('entury, Part IV; Seott, The Dt vtiole¬ 
nient of Economics, C:hap8. XVIII-XIX, XXVI, XXVllI; Seligman et al. En¬ 
cyclopedia of Social Sci( ners. 
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a(*ut(‘ and original Niiiik(T, whoso works, (Mitithnl Some Lending 
Prineiplea of Political Economy aiul Character and Logiral 
Method of Political Economy^ have had iimch I’he 

form(‘r is nolal)lo for its portions on Valiu* and International 
1'rad<‘. It is in the* part on value that the* author diseu^M's non- 
competing industrial groupsf^ th<‘ tlHH>rv of which will <*V(T 
jissociatenl with his naiiu*. In vie^w of '^hornt^>n^s and J<‘von.s^ 
attacks upon the* (lassicists, (*airn<‘s n‘''tatcN anel nieHlifie**' the 
theory of value*, eMiiphaMzin^ the* e*fTe*e*t e)f i)re)''pe*ctive‘ .*^upply, 
anel ele‘fininK ele‘inanel as ele‘sire‘ ae*e*e>nipanie*el l>y puredia^iiif^ 
pe)we‘r nie*asure'el hv the e|uantity e>fTere*d. At this [M^int, hei 
se*vere‘ly e*ntie‘ize\s Mill/* 

Ills the>u^ht is !ie)tahle* for its re‘je*ctie)n of the? atte*inpt to 
tre'at (‘litre‘pre*ne*ur (*xp(*nM*s as ‘^e^ostH ^ which e‘an de‘te‘nniiiei 
\alue‘. He* treats cost as sul>je*ctive* the* .sicrific(*s of labor, 
al»tine‘nce*, anel risk and unde'itakes to show that e‘ompe‘ti- 
tion, where* it e^xists, tesuN to make* the* e*ntre[>rt*neur’s money 
paym(‘nts corre‘.sponel to >uch s;tcrifice*s. It is in this e‘omie*c*ion 
that he* elcve*lops his tlu'orv of non-com[)e*tim; ^rou[)s. 

. In m(‘thod, (’airne*s w’as on the whole* d(‘iiuctive‘. He* he*ld 
that with nothinji hut strict inelue’tion the* e‘e‘oiiomi.st could 
re‘:i.soii till the* crack of doom anel ge*t ne)wh(‘re. Like* Se*nior, ho 
stood for a eoiiscious and de*lihe'rate abstraction in orde*r to ke*ep 
(‘conomics aloof from ‘b’onsiilerations of e*(|uity and e‘xpt^ 
die'iicy/’ His d(»fmition of economics is typical: “the* scie‘nre 
which, ae‘ce*pting as ultimate* facts the* principle*.s of human 
nature*, anel the* jiliysical laws of the e*\te*rnal world, as well as 
the eainditions, political and social, of the M*vi'ral (‘ommunities 
e)f me*n, inve*stigate*s the* laws of the proelu(*tion anel disiributu.n 
of w'e*alth, which ivsult froiii theMr coml)ine*d ()pi*ration.” C'le*arly, 
this iiulic*at(\s a e*e)nce*pt of i'conomic hnv that is rathe*r exact and 


* ('iiirnoa' cliirf works: The ('haracOr ttuti L<ygiail Mtthoti of Pohliail Kcont nuf 

(IH57; ’Jt! cmI , ls75); I'hi Sluvt Ponur (IStVJ): in Political lu'onomi/, 

Thtittilical and AppUid (lS7a); Some Lcwiing Princi^At^ of Pk»( ideal Economy 
(1.S7I). 

* I. e’lini). Ill, Sr>. 

* Fart I, e 'hap. 1V, § 3, ' 
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absolute; but the inclusion of the social ancf political conditioas 
of ^Hhe several communities/’ is suggestive of some allowance 
for institutions and relativity. As compared with Ricardo, the 
method pursued by Cairnes was an advance, in that he did put 
many of his deductions to the test of facts. 

Cairnes, however, is open to criticism on the score of narrow¬ 
ness. He hardly grasped Jevons’ idea of final utility, and 
consequently saw no good in it. Similarly, he was inclined to 
state too absolutely the application of his non-comp(‘ting 
groups. 

But, in a way, Cairnes was in his day the last of the English 
Classicists. Forces were at work which wrought great modifica¬ 
tion in the old point of view. In the first place, came a broaden¬ 
ing of economic analysis which arovse from a recognition of the 
interrelation of economic and ethical factors; economics IxH'ame 
more affected with a humanitarian interest. The labor move¬ 
ment was largely responsible for this development. In the same 
year that Cairnes died (1875), Parliament passed the (Con¬ 
spiracy and Protection of Property Act, and shortly thereafter 
the Trade Union Acts (1871, 1876), which legislation gave 
greater legal rights to organizcnl labor. Toynbee? wiis only one 
of many whose thought was large'ly colored by sympathy for 
labor. The attacks of Carlyle {Past and Presentj 1843), and of 
Ruskin,^ too, no doubt had their effect. 

At the same time, the criticisms of the Historical Sch(X)l were 
working to give a less absolute and abstract cast to English 
thought. This development began notably with Ii<\slie, who had 
been influenced by Sir Henry Maine and the Cerman school. 
It is interesting to note that, just as in the case of France herself, 
England’s attention was attracted to Germany and German 
thought as a result of that nation’s success in the Franco- 
Prussian War (1870). 

And, often associated with the historical point of view, there 
came a notable development in the biological sciences and the 

‘ E.r., Munera Pulveria, 1872; Unto This Last, 1860; Fora Clavigera, Lettera to 
the Workmen and Lahourera of Greed Britainy 1871-1884. 
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idea of evolution. The name's of Spencer, Darwin, and Huxley 
cannot pass unmentioned here, for their philosophy and mc^thod 
have had no small influence upon economic concepts. 

It is difficult to sa}' just what progrc'ss has been due to the 
mere activity of thc'oretical criticism proewding from within, 
as it wen^, and uncolonHl by the alcove dc'velopiiK'iits from with¬ 
out. For ('xampl(', it might not be easy to .say how much of the 
downfall of th(' wagcs-fimd thtH>ry was du(‘ to the activity of 
labor organizations, and how much due to a rm)gnition of the 
inh(‘r(*nt logical w('akn(‘.ss of the th(*ory. Such progress inside 
e(M)nomic thought, ho\vev<'r, has b<H'n exernplificsl in the work of 
C'airiu's, Ji^vons, Marshall, and J. A. Hobson; and tin* theoric^s of 
the Aim'rican ('conomist, F. A. W'alker, had gnxit inflin'iice in 
England. 

All these dev('lopm(Mits involving the overthrow of ‘^>rtho- 
doxycame to a h('a<l in th<' decade* 1S70-1H80, and, for a tinu', 
(vonomics was a much discTeditcnl science. 

It is notal)l(' that iK'ilher ( airiu's nor Jevons can be .said to 
have <‘au.s('d the r(*storation of (vonomic^s in England. Cairnes 
acci'ptcnl t<K) much of th(‘ dassical tradition, and above all, his 
n\sort to ('\tr(‘m(* abstraction wjis not in acconl with th(' prac¬ 
tical empirieism which characterizes English thought. Jewon^’ 
brilliant thought was too critical and nwolutionary — he .'■nought 
to overthrow the* old, and to (*stablish at once* a nenv .system 
bji.se‘d ui>e)n marginal utility. It, ten), was pe*rhaps t<H> obvienisly 
abstract anel ‘'theH)retie*ar' to be' rexielily adopte'd in England. 

M(*anwhile', the're* hael ben'ii no ('fTeH*tive* texiching of ('ce)ne)mics 
in the ce)lleges and universitie's, -*‘no rexd working prof(*.sse)r- 
ship e)f political c*ce)ne)my in Great Britain comparable to the 
ordinary pre)fe.s.se>rships in any German university,^^ as Pre)fes- 
sor Ashley puts it.* Then Jevons made the most of a chair e)f 
political ('ee)nomy and logic at Owens Colk'ge; a chair was 
founded at Edinburgh in 1871; and, above all, in 1885 the chair 

* .Jirst us in Frunre, some of Kngland’s most import.ant economic thought has 
come from without academic circles. In more ree'ont times tlu're are. to mention 
just a few, liagehot, H(X>th, Uowntree, Palgrave, Webb, and ilobson. 
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at Cambridge was taken by Professor Marshall, insuring effec¬ 
tiveness at one of the older universities and resulting in the 
development of the famous Cambridge School/^ In 1890 the 
British Economic Association was founded, and the following 
year the Economic Journal^ with Professor Edgeworth as editor, 
became its organ. The Economic Review, the organ of the Chris¬ 
tian Social Union, was established in the same year. From this 
time on, the spread of economic teaching was rapid. 

Two economists may be mentioned as n'presenting the 
transition from the old English Classicism to Neo-Classicism — 
Sidgwick (1838-1900) and Nicholson (1850-1927). 

Henry Sidgwick\s Principles of Political Economy was pub¬ 
lished in 1883, and undoubtedly did much to regain for (econom¬ 
ics some of the respect it had lost. The book is based upon Mill, 
amended by Jo\'ons’ theory, with Walker’s wages th(H>ry in¬ 
cluded. It is notable, too, that the Germans, Held and Wagner, 
are referred to. 

The careful student will ever remember that Sidgwick was 
primarily a philosopher, and that his chief contribution to 
economic thought was his system of ethics. His rational 
utilitarianism,’’ influenced by the early Scotch philosophers and 
Kant, rejects the empirical realism of Bentham and Mill, and 
sets up intuition, or an instinctive moral sense,” as the test of 
the good. Also, while making a place for (^volution, he rejc'cts 
the materialistic hedonism of Spencer’s utilitarianism which is 
based on mere survival. This syst('m of ethics, Sidgwick ap¬ 
plied in his economics, and it influenced the Cambridge School — 
especially Pigou — to take a moderately idealistic attitude 
toward social welfare. 

In his economic theory, Sidgwick lays marked emphasis 
upon the theory of value and exchange. While holding that 
Mill’s theory of value is sound in the main, he points out that 
‘^equation of supply and demand’’ is deficient as an explanation 
of exchange value when both supply and demand vary with 
price. The fact that cost is to some extent determined by de¬ 
mand is also indicated. 
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III (•()!Hi(‘(!ti(>ii with the theory of iiit(?rnational vahuvs, Mill is 
again criti(*iz(Kl, and originality is shown in the discussion of 
tho iinportanci' of cost of carriage in th(» prohhm. 

Sidgwick analyz(‘s the Ui(‘ardian tluHiry of n^nt into a confu¬ 
sion of thnuj diff(T(Mit ideas: (1) a historical theory of n^nt 
origins, (2) a static th(H>ry of pn;sent t(*nd(*ncy, (3) a dynamic 
tluMirv of t(Mi(l(Micv 1o inen^ase in thc^ future as fKipulation and 
w(*alth inen^ase.^ This point is characti*ristic: Sidgwiek^s work 
is subtly analytic, and his critical (examination of the fundamen¬ 
tal eoncc'pts of ('conoinics is not (‘Worthy. 

J. S. Nicholson, in his w(ell-known Principles of Political 
Economij (1<S93-11)01), i)r('S(ent(Hl‘a survc'v of (‘conomic principles 
l)as(‘d on Mill, adajiting the (lassical doetrin(‘s in th(e light of 
historical criticism on tlu' oiue hand and of advancinl niatlue- 
matical analysis on th(* othcT. TIk^ tr(eatm(‘nt of nelatiA ce prices, 
and of profits and wag(‘s, has Ikhmi thought (‘spiecially not(v 
worthy, ^\’hil(e a(‘(*(epting much of tht^ (’las^ical (‘conomics, and 
r('.j(ecting th(e matlaematical tiauhency that (‘ame with the mar¬ 
ginal-utility (economics, Nicholson adopt(ed the id(eas of con- 
sum(‘r’s surplus and (luasi-nMits. In fact, both lu^ and Sidgwick 
\\(er(e clos(‘ly r(elat(‘d to Alarshall and tlu^ Cambridge School of 
(economic thought. 

Neo-Classicism; the Cambridge School. — Without any 
gneat m(‘th()d()logical (luarnel, or any (hestructive revolution in 
economic doctriiue, th(' Camlnadge School came into existence 
with th(e adv(ent of Alfix'd Marsha.!!. 'Fliis school may be briefly 
eharact(eriz(ed as standing for the (existtence of ‘‘laws,'’ or rela- 
tiv(ely fix(‘d ‘T('nd(enci(es,” in (M’onomie lih'; its m(emb(*rs hold that 
cau.e^al forc(es ane working toward a normal ec|uilll)rium. Idiese 
forc(es an^ largely capable of Ixeing summeed up under the hcwls 
of supply (costs and natural scarcity) and demand (human 
d(esir(*s and pur(*hasing pow(^r). Their system thus centers in 
obj(ective exchang(e valiK', which is partly (explained by subjec¬ 
tive factors. Cost, how(‘ver, is mn’er forgotten. The relation 
betw(e(en value and tho distribution of income is partly s(een, but 

»Book II, Chap. VII, § 1. 
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not fully. Competition is generally assumed, but it is to be 
modified and supplemented by socio-lcgal arrangements. In¬ 
deed, their utilitarian concept of social welfare allows con¬ 
siderable interference by the state. They make large use of 
mathematics, but, unless it be Edgeworth, their mathematics 
is not an essential part of the,system, for they seek to explain 
value and the determination of equilibrium levels. 

Alfred Marshall (d. 1924), until 1908 Professor of Political 
Economy at Cambridge, is admittedly the greatest English 
economist since Mill.^ Indeed, there is, perhaps, no economist 
who surpasses him in constructive general theory. His chic'f 
works are Economics of Industry (1879) — with Mrs. Marshall 
as joint author — and Principles of Economics, 1890 (8th ed., 
1920). 

MarshalFs great work was to take the English Classical 
economics at a time when it had fallen into considerable dis¬ 
repute, and, by interpretation and modification, so to round it 
out and adjust it, as to place it abreast of the best recent thought, 
and regain for it the respect of the world. A recent criticism of 
economic theories has a chapter headed, “The Attempt at 
Reconciliation; Marshall,^' ^ ^nd this is a fairly good char¬ 
acterization. “Marshall's synthesis" might have been better. 

Being a Neo-Classicist, his most frequent logical weapon is 
deduction. But he seeks the truth in the golden mean. lie calls 
a halt to mere historical grubbing and organic metaphors, ask¬ 
ing for careful and rigorous reasoning, and declaring that “the 
growing prominence of what has been called the biological \ iew 
of the science has tended to throw the notions of economic law 
and measurement into the background." ^ Yet he accepts the 
idea of relativity, and recognizes the contributions of biological 
sciences. He rejects Comte's idea, according to which economics 
would be fused in a general social science, and defines economics 

1 See above, Chap. XXXII. 

* Davenport, Value and Distribuiion, Chap. XX. It is true that Marshall may 
be justly criticized for reading too much into the words of the old English 
economists. 

® Prindplea, 4th ed., p. 72. 
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as dealing with Hiose motives and desires of man which can be 
measured by momjy.^ On the other hand, he writes: “Iwen 
for the narrower uses of economic studies, it is important to 
know whetluT the desires which prevail are such as will help 
to build up a strong and right(K>us character,” ^ and does due 
homage to German analysis of motives. Both induction and 
deduction an* recognized as having their places, and Schmoller 
is quoted with approval. Simply, wh(;re there is still uncertainty 
as to causes, analysis and deduction are n(‘ed(Kl. History shows 
that oiuj event follows another; but the historical method do(is 
not show the causal connection. Marshall holds that enough of 
geiK'rality exists in certain economic characteristics to base 
g(*iuTal laws upon: that, making the usual allowance for equality 
in conditions, th(*re are laws or tendencies which resemble the 
S(‘condary laws of natural scicmce. But in economics they must 
be handl(*d with pc'culiar can*.^ 

MarshalFs economics, with its background of rational util¬ 
itarianism, (‘('rtainly has a practical (*l(*ment in it; nor is it free 
from ^^pr(*aching” and advocacy of n*forms. This side, however, 
does not s(*(*m to warp th(* scientific character of the conclusions. 

Marshall brought tog(*ther in a masterly way the Austrian 
analysis and the cost conc(*pts of his English predecessors. 
Utility is oik* side of the arch whose keystone is value, or one 
blade of the pair of scissors, with cost lus the other. Both l)lades 
cut. They mutually dc'termine. Thus he showed how to avoid 
th(* onc'-sid(*d (*mphasis of (*ither school, and treated marginal 
utility as the two-siiled thing that it is. 

In the light of rec(*nt developments in thought concerning 
differential returns, Marshall has broad(*iUHi the Classical 
theory of rent along lines already suggested by J. S. Mill. He 
by no means sees the necessity or expediency of abandoning a 
recognition of the peculiarity of land rent, but adopts the term, 

quasi-rent ,to denote those less permanent differentials which 
may be yielded by the superior productivity of units of capital 
CT labor. 

* With duo limitations. * PritidfAcs, 4th ed., p. 77. * Ibid., pp. 93, 101. 
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One notable feature of Marshall's thought is his chivc'lopnient 
of the idea of the surplus. He includes not only land rent, as a 
surplus above cost, but also the vaguer ideas of ‘‘consumers^ 
surplus’’ and ^Svorkers’ surplus.” The former appc'ars to r(\st 
largely upon a psychological basis, and is briefly (h'fiiu'd as tlu^ 
excess of the total utility of a commodity over the '^real” value 
of what is paid for it.^ The consumer of match(\s, salt, and ik'ws- 
papers enjoys or may enjoy such an excess. It might also l)e 
called a net benefit derived from fortunate surroundings or con¬ 
juncture. Workers’ surplus, on the other hand, is th(‘ (‘XC(‘ss of 
remuneration coming from payments for total work made at th(' 
same rate paid for the last and most costly ])art, — with a d(‘- 
duction for the trouble of acquiring skill, etc.- Similarly, a 
savers’ surplus is distinguished in the case of th(' capitalist. 
These surpluses, it will be observed, are not nu^asured from tlu' 
payments necessary to secun^ the cooperation of tlu' factors of 
production, nor from the subsisten(*(‘ k'vel; but depcaid upon 
sensibilities and their elasticity, and upon surroundings. 

Marshall’s treatment of quasi-rent also makers it a t(*mporary 
surplus on all material agents, it l)eing the excess of total moiu'y 
returns over the direct outlay. 

Marshall’s contemporary, F. Y. ]ulg(‘Worth (1845 T926), was 
for some time considered the leadc'r of tlu' (.’ambridg(‘ School 
after the master’s death. i^Mgeworth made a mon' ('xinani' and 
abstract use of mathematics than Marshall, and his work,*^ which 
has been translated into Italian, influenced Pareto. Whik' he 
developed no general syst(‘m of theory, Ik' is w(‘ll known for his 
studies in the determination of price uiuk'r diffcTent conditions 
of monopoly. His method also reveak'd the difficulty of apply¬ 
ing the marginal analysis to the d(‘termination of profits. He 
was inclined to widen the field within which monopoly may be 
considered socially desirable. 

Edgeworth’s death leaves Professor A. C. Pigou easily the 

' Principles, 4th ed., pp. 124, 830. 

2 Ihid., p. 830. 

^ Mathcmalical Psychics (1881); Papers Relatiriy to Political Economy (1925); 
“Analysis of Profit," Jr. Pol. Econ., XXX, 278 (1925). 
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outstanding economic theorist in England. Pigou was Mar- 
shalFs pupil, and succeeded him at (.’ambridgc^. While more 
abstract and math(‘matical than his predecessor, his g(‘neral 
attitude is much tin? sanuj. Y(‘t it .seems that the idea of objec¬ 
tive value is somewhat l(*ss ccaitral in Pigou^s thought than in 
Marshairs, and (hat a more idealistic concept of social w*(*lfare 
is more promiiu'iit.^ He n^gards social wc^lfare, however, as con¬ 
sisting in the sum of individual w(‘lfar(‘s, which dep(*nd upon a 
balance b(*tw(HMi individual satisfactions and dissatisfactions. 
Th(\s(i art' i)sychic, but larg(‘ly measurable through choic(‘s ex- 
press(»d in money payments. The national income (MarshalFs 
‘‘national dividcaur’) is the sum of individual incomes, and 
repr(‘s(‘nts th(‘ g(‘n(*ral welfan*. This is aff(H*t(‘d, h()W(‘V(‘r, by the 
degHMi of (‘quality in distribution, and Pigou goes som(‘what 
further than Marshall in sugg(‘sting gov(*rnment intervention. 
H(‘ cl(*arly shows th(‘ in(lu(‘nc(' of Sidgwick\s ethical utilitarian¬ 
ism. 

Pigou has d(‘V(‘lo])(Ml a notabl(‘ thc'ory of busiiu'ss cycl(\s based 
upon th(* .subj(‘ctiv(‘ factor of busiiu'.ss s(*ntiin(‘nt.- 

Other important m(*mb(*rs of the Cambridge School are Flux, 
Wickst(M*d, and Chapman. A. W. Flux follows Marshall closely, 
l>ut giv(*s mor(‘ (‘inphasis to marginal utility.^ P. H. Wick.'^tc'ed 
(1S44 1927) was more .subj(‘Ctive in his thought, and more 
iii(lu(‘nc(‘d by th(‘ Austrian Scliool. His conc('pt of ‘‘proportional 
utility ’’ eontribut(‘d to a bettc'r und(‘rstanding of the significance 
of marginal utility, and he made progrc'ss toward correlating 
value and distribution.'* S. J. Chapman presents a concise 
statemcMit of MarshalFs system, notable for its gra.sp of the 
nature of economics and its elementary eonce])ts, and for a 
fairly consistent application of a social point of view\^ 

Others who began their work in this School, but w'ho have 

' WmUh nnfl ^Vdf(^re (1<)12); The Ecotwmics of Welfare (1920); Essays in Ap¬ 
plied Economies (192.'3); The Economics of Stationary States (1935). 

* Industrial Fluctuations (1927). 

^Economic Principles (1904; 2d od., 1923). 

* The Common Sense, of Political Economy (1910). 

^Outlines of Political Economy (1911). 
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somewhat departed from it are J. M. Keynes, D. H. Robert¬ 
son, H. D. Henderson, and M. Dobb. 

Welfare Economics. — A tendency to modify the Classical 
doctrines on the score of individualism and competition, has 
been noted. It is quite apparent in the thought of Marshall 
and Pigou. England’s “social problem” — expanding wealth 
in the face of poverty-ridden masses — has been great, and 
was made acute by the World War. Thus the tendency of some 
minds to set up an ideal concept of “social welfare” as a goal, 
and to make economics deal with social policies directed toward 
such a goal, has been accentuated. This tendency we may call 
“welfare economics.” 

One of the earliest attempts to reconstruct economics on this 
basis, was that of John A. Hobson.^ Trained in the late seventies 
at Oxford (not Cambridge), he was influenced by Ruskin and 
by Toynbee. He became a social reformer, actuated by a desire 
to relieve “economic oppression,” and seeking to make eco¬ 
nomics a sort of ethical policy. 

In this connection, Hobson’s treatment of surplus will not 
be forgotten. In his Economics of Distribution (1900), h(i 
reasons that distribution is carried on through the fixing of 
market prices, accompanied by a process of bargains in which, 
by the superior economic strength or cunning and varying dif¬ 
ferential estimates of buyers and sellers, a “forced gain” is 
obtained, leaving the weaker bargainors a bare minimum in¬ 
ducement. “Thus emerges the true surplus value, derived not 
from some vague, unintelligible idea of tyranny, but from the 
various hindrances to perfect equality of bargaining-power in 
the owners of the various factors of production, and the conse¬ 
quent establishment of different forms and pressures of eco¬ 
nomic force.” 2 According to this theory, surpluses may be 

' See Homan, Contemporary Economic Thought. 

* P. 360. Hobson holds to a large part of the framework of the Neo-Classical 
doctrines (Economics of Distribution, 1900), but rejects the ideas of the benef¬ 
icence of competition, and, apparently, of diminishing returns. In his Evolution 
of Modern Capitalism (1901) and The Industrial System (1909) he shows leanings 
toward a sort of State Socialism in suggesting government monopoly as the 
alternative to the absorption of all “forced gains” oy taxation. His reform 
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found anywhere, and are not confined to rent or profits only. 
A conclusion is that taxes upon commodities are not necessarily 
borne by consumers, but may merely absorb some one of the 
numerous '^forced gaiiLs.^' It may be objected that many of 
these so-called surpluses may be better explained as rewards 
for superior skill in bargaining — as differential wages, fo. 
example; and in other cases, they appear to resemble Marshall's 
consumers' surplusc's in their origin. 

Hobson's thought, which, despite numerous inconsistencies, 
has had much influence in America, is based upon extreme 
idealism. lie assumes an organismic concept of society col¬ 
lective personality"), and denies the existence of "laws" based 
upon int(‘r-individual exchanges. He argues that prices deter¬ 
mine margins, — not vice versa. He reduces factors of produc¬ 
tion to units of productivity, either begging the question of the 
value of the product or ignoring the physical limitations of 
supply. He attributes crises to oversaving, — and, therefore, 
presumably underconsumption — a sure sign of question¬ 
begging economic thought. 

Other "welfare economists" to be mentioned are H. Clay 
{EconomicSf 1916) and R. G. Hawtrey {The Econouiic Problem, 
1926). Th(»y oppose individualism, consider ethics to be a 
necessary i)art of economics, and make social "welfare" the 
goal. 

Summary. — When one turns to the question, to what extent 
are the various schools or tendcMicies in economic thought 
representc'd in England, notable absences appear (1) in the 
case of that active spirit of social reform in academic circles, 
often somewhat misleadingly called "Socialism of the Chair," 
and also (2) in the case of the optimism found in France, Italy, 
and the United States.^ There has been little of the examina- 

Bchcmcs are developed in The Social Problem (1901), Work and Wealth: a Human 
Valuation (1914), Taxation in the New State (1920), and Incentives in the New 
Industrial Order (1923). 

‘ The latter line of thought is to some extent represented by the statesman, 
Robert GifFen. Perhaps J. A. Hobson, though outside academic circles, might 
be classed as a representative of the former movement 
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tion of the philosophical i)resumptions of economics, altliough 
Bonar and Carlile are to be noted in this field. 

For the rest, the Historical School is leprc'sented by si^ph men 
as Rogers, Cunningham, Ashley, and Unwin. JOdvvin Caiman 
(1861-1935), an acute critic of economic doctrines, was a socio- 
historical realist.'^ ^ He rejected the economics of equilibrium, 
and emphasized invcmtion, discovery, and growth of ])opulation. 
His thought is oiitimistic. The Austrian or marginal-utility id(\a 
is accepted by Wicksteed and Smart. The N(M)-Classi(*al School 
has been headed by Marshall, Pigou, and others of tlu' Cam¬ 
bridge School. Wicksteed and Edgeworth are promiiuMit (*x- 
poncnts of the mathematical method, in which Marshall and 
Pigou are also adept. J. M. Keynesand (Hinynghame have 
done work in mathematical economics. Bowley and Yuli‘ have 
excelled in statistics. 

The various brands of Socialism all have appi'anal, though 
Marxian Socialism has gaimM relatively litth' ground.^ Hynd- 
man is Marxian, and Tawney and ('ok^ nq^ri'scait the peculiarly 
English ^^Guild Socialism.^' Christian Socialism, so-called,^ — 

^ History of Theories of Production and Distribution (lOO.’i, 2fl od.); History of 
Local liatis in England (1912, 2(1 od); WtaJth (1914), Monty (1920, Oth c*d.); 
An Economist's Protest (1928); Hevinvof Economic Thairy (19.40). 

2 J. M. Keynes (b. 1884) was trained at Cainbrid^ce. After working in Indian 
finance and currency, he served in the Jlritish Trea.surv (hiring the War IIis 
chief work has been in money and in tlie economics of war and “recov(*ry” 
(from post-war depression). lie has emphasized tlie monetary factor (clnelly 
bank credit) as a means of controlling industry and the business cycle, and made 
contributions to the theory of the “equation of exchange” by introducing more 
variables than Fisher or Pigou. Ilis mathematical approach leads him to deal 
with results rather than causes, in this re.sembling (’a.ssel. Chief works- Intlia 
Currency and Finance (1914), The Economic Consryut net h of the Peace (1920), 
Treatise on Probability (1921), Wvision of the Trtaty (1922), 7'ract on Momtary 
Rtforni (1924), Short Vieu) of Russia (192.5), The End of Lnissrz-faire (1920), 
Treatise on Money (19.40), Essays in Ptrsmision (1942), Means to Prosytrily 
(194.4), General Tfuory of Enij/loymi nt, I nit rest, and Money (19.45). 

^ On Socialism in h]ngland, see Flint, Socialism, Chap. II, and supiilementary 
note; Webb, S., Socialism in Great Britain; Villiers, The Socialist Movtnunl in 
England. 

^ It will be remembered that Christian Socialists arc commonly not Socialists 
in the technical economic sense of the term. Their ideas are not generally very 
definite and as a rule they stand merely for reform of various particailar social 
evils. However, there is a real Socialism which bases its doctrines on the teach¬ 
ings of Christ. 
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not ('atholic — has had such well-known loaders as Kingsley, 
Ludlow, and Hughes, h^ngland is the home? of •that opportunist 
order of Socialism ealhid Fabian, of which Sidney and H(‘atrice 
W(‘bl) and (Iraham Wallas are the best-known repres(‘ntativ(^s. 

It is p(‘rhaps true that in FJngland thr? question of land nation¬ 
alization has b(Mai discussed with relatively great fniquency. 
The attention given the question by Mill has be(*n indicated, 
and such iikmi as l)ov(‘ and Wallace became known b}^ their 
writings on this subj(‘ct.^ 

About the turn of tlu^ century, there developed in English 
thought a HMK'wal of int<‘rest in the tariff ciuestion.^ With 
increasingly (‘ff(‘ctiv(‘ comp(‘tition from Germany and the 
United Stat('s, the (luestion was raised as to wladher England 
cannot ])rot(*ct hcrs(‘lf by establishing i)referential r(‘lations 
with the numerous nnanlx'rs of the British Emi>ir(‘ and by off¬ 
setting foreign bounti(*s and aids by tariffs on imports of inan- 
ufactur(‘s. Ashl(*y, Cunningham, and W(‘lsford favored tariff 
r(‘form,^^ w'liich nu'ant in England a protective tariff; Smart, 
Pigou, Dawson, Moiu'v, and Farrer opposed it. 

In brief g('n(*ral characterization, it may be said that English 
economic thought and its developimait have run true to form. 
On the w^hole there has always been a ))redominant school, 
("lassical or Neo-Classical, and tlu're has been no violent revo¬ 
lution. Tlie outstanding tendency has Ikhmi toward (1) individ¬ 
ualism, (2) obj(‘ctivism, (3) empiricism, (4) utilitarianism. But 
none of these interrelated tendencies is j^ushed to great extremes, 
pca'haps Ix'causc' of a certain i)ractieal and empirical attitude. 
Thus Historicism b('comes moderate; Socialism becomes Fabian; 
marginal utility is harnessed with ‘‘supply and demand.” A 

^ Patrick 1C. Dove (1S15-1S73) believed in a natural riRht to lilK>rty and prop¬ 
erty which should be confirmed by legislation. Ho was not a Socialist, nor was he 
revolutionary. Hut he favored taking taxation from labor, and placing it chiefly 
upon land. Hia vie\^s may be traced in hia Theory of Human Progression (1S50), 
but are elaborated in the Elements of Political iSciencc (IS54). A. Russell Wal¬ 
lace’s chief work in this connej-tion is Lami Nationalization, Its Necessity and Its 
Aitns (1882). He advocates common ownership with cultivation by leaseholders, 
the land being let to the highest bidder. 

* Heginning about the early nineties, and reaching a climax with Joseph 
Chamberlain’s activities from 1903 on. 
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remarkable balance between materialism and idealism under¬ 
lies all this. T4ie typical English economist is imrnediatc'ly 
concerned with objective and quantitative values, but recog¬ 
nizes the existence of qualitative values or goals — only the latter 
must seem attainable, and at least as good as existing condi¬ 
tions. He is loath to attack existing institutions, but this atti¬ 
tude involves a recognition of the importance of the institution, 
and his defense is based on utility. So ICnglish economics 

muddles tlirough.’’ 

II. France ^ (and Belgium) 

The first real economists, the Physiocrats, were Frenchmen, 
and to France belongs an honorable part in the founding of 
the science of political economy. But with the close of the 
eighteenth century, it will be remembered, England took the 
lead, and after Say, France neither produced any important 
works nor possessed a school of economists until about 1845, 
though French idealistic or Utopian Socialism flourished. 

French “Traditionalism”: Individualism, Optimism, Abso¬ 
lutism, — At length, near the middle oi the nineteenth century, 
there arose a revival of Classicism, marked by the advent of 
such men as Dunoyer and Bastiat. p]nglish influence was do 
cidedly dominant, and after 1860, when tariff barriers betwecui 
England and France were largely removed, the “Manchester 
School” carried the day with a high hand. (The commercial 
agreement just alluded to was largely influenced by Cobden 
and the French economist and statesman, Chevalier.) Individ¬ 
ualistic philosophy and deductive methods reigned supreme. 
The typical French economist was higlily optimistic and abso- 

^ See Suranyi-Unger, Economics in the Twentieth Century; Gide-Ilist, 
History of Economic Doctrines; Antonelli, “Recent Tendencies in French Eco¬ 
nomics,” Jr. of Pol. Econ., XXXI (1923); B6chaux, Uecolc economique franqais 
(1902); Feilbogen, “L’6volution des id6es dconomiques et sociales en Franco 
depuis 1870,” in Rev. d'hist. des doct. econ.^ 1910, pp. 1-41; Gide’s articles on 
various tendencies in French economics, in Econ. Jr., June, 1907, and Pol. Sci. 
Quar., December, 1890, and Jahrbitcher (Schmoller), 1895; Do Foville, “The 
Economic Movement in France,” Quart. Jr. Econ., 1890, pp. 222-232; Bonar, 
“Studies in the Origin of French Economics,” Quart. Jr. Econ., 1890, p. 100; 
Palgrave’s Dictionary. 
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lilt(3 in his thought. This p(3ri()d, extending down through 1878, 
hiis b(3(3n eall(‘d one of tniditionalisrn. Bastiat wa.s its domi¬ 
nating spirit. 

Th(3 statistical work of (iu(d(3l(3t wa.s not historical, and not 
inconsistent with alxsolutisin in thought.^ 

As Professor Gid(3 has pointed out, it is well to note here 
that the Enaich .school of Liberalists has neviT been quite 
idi'iitical with th(' iMiglish in its thought. From MiTcier de la 
Riviere to L<‘roy-B(‘auli(‘U, th(‘ir optimism has becai und(*rlain 
by a b(‘li<‘f in th(‘ b('n(‘fic(‘nee of “natural law.” Th(*ir optimism 
has concern(‘d the futun^, that is, the po.ssible future. Evils 
they r(M*ogniz(‘; but these arise, they believe, from failing to 
ob.servi* tlu* natural law — in not l(‘aving industry free and 
untramm(‘led. 

Some reasons for this optimistic tendiaicy have been sug- 
ge.sted in connection with Ba.stiat\s thought.- If to the.se Veasons 
th(‘r(‘ b(‘ addl'd thi' fact that the jirevali'uee of small farms and 
industrial enti'rprisi's in France has made individualism more 
natural and reasonable than elsewheri', it will be easier to under¬ 
stand the tenacious hold of an old .school in the land of the 
Physiocrats. 

To be suri', th(*re wi're exceptions among French-writing 
economi.sts; Rossi (1787 1848), Sismondi, Cherbiiliez (1797- 
1869), and Le Play w(*re such. But Ro.ssi was an Italian; Sis¬ 
mondi and (4ierbuliez wi're Swiss; and, if Le Play was inductive 
and sorni'thing of a romantici.st reactionary, still he does not 

M^uetolot (171M)-1S71) w:ia a Belgian statistician, notable .as the founder of 
social statistics. I’ninarily a mathematician and social scientist, he sought the 
laws of group phenomena. He considered moral as well as material data, and did 
not deny the freedom of the will; Imt he gave scant recognition to the individual, 
and he believed that laws of natural necessity underlie many social phenomena. 
His mortality tallies, in which he separates urban and rural population, are 
notable achievements. Chief writings: Instructions sur la prohah\lit*\ 1S2S; Eng¬ 
lish trans., IS.ll), Sur la jyassihilitc dv nicsurrr rinjlucncc dts causrs qui modiJietU 
Its tivnu nis sociaux, 19d*2 fEng trans.. Tracts on Mctdal ami Moral Statistics, 
Series IV, Vol. 5, London); Sur Vhommc, physique socuitv, 1835; Liltrcs (\ 
S.A.R. Ic Due, rcqnant dc Saxc-Coburg et Gotha sur la thcoric dcs prolhibilit^s, 
184(5 (Eng. trans.. London, 1840); Du systeme sociale et dcs loia qui le rcgissvnt, 
1848. 

* See above, p. 313. 



704 


HISTORY OF ECONOMIC THOUGHT 


fall in the enemy*s camp.^ The work of Cournot and Walras 
has been rejected by the dominant school, the latter having 
been virtually an exile in Switzerland. 

Such was the situation in 1878, when a new movement be¬ 
came effective in France, as, in various ways, it had been work¬ 
ing in other countries. But the French Classical economics 
has been too much in accord with the culture and institutions 
of France to be cast off or even be greatly changed. It continued 
to prevail in public affairs. The Liberalists (economic con¬ 
servatives) are still found in certain universities.^ Mor(‘ov(‘r, 
it reigns in the dominant Academie des Sciences Morales et 
Politiqms, and speaks through such journals as Le Temps^ Les 
DebatSf Revue des deux mondeSy and the venerable Journal des 
economistes. So, too, with the fjeonorniste fran(;ais and the 
Monde econornique. Among its adherents have been numbered 
Courcelle-Seneuil (1813-1892), L^on Say, Block, Molinari, 
Passy, Levasseur (1828-1911), Baudrillart (1821-1892),® Juglar, 

^ Le Play (1800-1882), in fact, was the founder of what may be called a school 
of thought which has been active down to recent times. He was a ('atholic, and a 
member of the conservative school. His work lay largely in the fiehl of sociology 
and social reform, the investigation of wage-earners’ family budgets constituting 
his chief scientific activity. These investigations he madi' in person during the 
course of extended travel. Some typical conclusions were that the inijiortanco 
of the family as a social unit should be increased; there should be greater free¬ 
dom of bequest; and the criterion of the duty of the employer should be extended 
beyond the mere cash nexus. His school seeks social harmony through mcrea.sed 
moral responsibility on the part of the father in the family, the employer in the 
factory, and the church in the state. In 1850 Le Play founded an international 
society for study along the lines pursued by himself; and in France* the ('nion 
de la Paix i^ocialfi (Union of Social Peace), composed of local club.s for applying 
his methods, originated in 1872. Both have been active. It is upon th(‘.se lines 
that Engel worked in formulating the law found in most American textbooks of 
economics. Le Play’s chief works were: Les ouvriers Europcens. fJOidis sur les 
travaux, la vie domesli(pie et la condiUon morale des ))Op\dntinyis ouvru'res de 
VEurope, precedes d'un expose de la mHhode d'observation, 1855; Les ouvriers des 
deux mondes, 1857-185.3; La refortne sociale en France, dMuite de Vobservation 
comparee des peuples EuropSens, 1864; L'organisation du travail (1870: lOng. 
trans., Philadelphia, 1872); Le prix social selon la pratique des autorites soumises 
au decalogue, 1871; L organisation de la famille selon le vrai modele sqpuUe jxir 
Chistoire de toutes les races et de tons les temps, 1871; La constitution esscntidle de 
Vhumanite, 1881. 

* E.g., Villey at Caen, Beauregard at Paris, in the early years of the cen¬ 
tury. 

Baudrillart, II., Manuel d economic politique (1857); Des rapports de la morale 
el de I econornique politique (1860); Lectures choisies d^economic politique (1884). 
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Cdlsoii, Rchiitz, Schelle, Stourm, Leroy-Beaulieu, Yves Guyot, 
D(j Fovilhi, Neyrnarek, Clioyssou (d. 1910), and Beauregard. 

This list may be divided into two groups. One, the older 
individualists, may he represented by Fr6d6ric Passy and 
Gustave do Molinari. Passy (1822 1912) was an idealist, and 
strongly (mpliasizt'd ])ro]Xirty rights. He also considered ethical 
ideas, and is wid(*ly known for his activity in promoting inter¬ 
national iK*ace. Molinari (1819-1912j made individualism the 
keynote of his thought, but was optimistic to the verge of 
Utopianism. II(‘ appeannl to simplify the complexiti(‘S of society 
unduly when h(' virtually reduciid all activities to the sway of 
three laws; self-interest, compi'tition, and value. He was long 
^he (Hlitor of tlu* Journal des cconomistesJ fimile Ix‘vasseur 
(d. 1911) may also be classcM here,- though liLs realism and the 
wondi'rful grasp of facts shown in his numerous writings, some¬ 
what ditT(‘r(‘ntiat(' him. H(‘ wns influenced by llosclua*, and 
p(M*haps his Ix'st work was done in the fields of statistics and 
geograpliy. llv. was an optimist, though his latest work may 
show' some signs of w'av(‘ring. 

Th(? young('r group of individualists would include Leroy- 
B(*auli(Mi (1848T916), Yvc's Guyot (1843-1928), De Foville 
(1812-1913), Neyrnarek (1818-1921), and G. Sch(*lle (b. 1845), 
as its chief represent at i\'es. The.sc? men were mostly statesmen 
and statisticians. Though not without diffenMices of opinion 
among th(‘nLs(*lv('s, th(‘y were all united in their hostility to 
Socialism, protectionism, and state intervention. Guyot w’as the 
most (»xtr(*me and uncompromising.^ Leroy-Beaulieu acca^pted 
mor(' gov(M-nment intc'r vent ion, and showed some of the influence 
of the Historical School.^ He did good w'ork in public finance. 

Among the most im])ortant recent i)roduets of the thought 
of this group is Colson^s comprehensive Cours d^cconomie 

* Some of Moliiiari’s work.s are: Cours usud (Vtconotnu' jiolitujuc, 1S03; 
Les lois nalurdUs dv Vvconomic polituiiu\ 1SS7; \otwns /ondamentaUs d\'con. 
pol., 1S91; Es(juissa dc Vorganisation jxditiquv d honomique de la societc future, 
1899; Theorie de revolution, 1908. 

^ Pr{‘cis d'economie politique, 1S67, 4th ed., 1SS3. 

® La science eeonomique (ISSl; (Hh ed., 192S). 

^ Traitc thdorique it pratique d'economic politique (1895, 5th ed., 1910). 
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politique, the publication of which began in 1901. This work is 
eclectic, and in many respects resembles MarshalFs Neo- 
Classicism. It is one of the earlier French works to expound 
the doctrines of the Mathematical School. M. Colson is an 
engineer, and is well known as the author of a valuable treatise 
on transportation {Transports ei tarifs). 

In addition to these older men, certain economists active 
during the first quarter of the pres(Mit century who may be 
classed as “French Libcralists^’ are: A. B^chaux, L. Baudin, 
O. Noel, C. Perreau, M. Rouxel, and E. Villey. 

There is naturally a considerable body of eclectic tlu^ught 
by economists who combine Classical doctrines with more 
modern ideas such as marginal utility. Noel, ^ Truchy,^ Pern^au,'* 
and Ansiaux ^ (Belgian), are worthy of note in this connection 
as producers of substantial works. 

The chief devolo])ment in the thought of the Liberalists has 
been a more practical tendency. The present-day imanbers of 
the Academie do not defend Liberalism on menjly a priori 
grounds, and their work is largely concrete and descriptive'. 

Interventionism and the Historical School. — Be'giuning in 
the seventies of the last century, however, a new te'iide'ucy cix'pt 
into French economic thought. German influence had Ixh'u 
virtually unfelt till about this time. Then, as a result of tlui 
Franco-Prussian War (1870), more curiosity concerning German 
thought sprang up. Perhaps, too, the result of the war some¬ 
what shook French optimism. Laveleye made iho so-called 
“Socialism of the Chairknown, and M. Block wrote of Ger¬ 
man books and thought; while through the activity of Paul 
Gide the historical spirit of Savigny penetrated the teaching of 
Roman law. Charles Gide studied under Roscher. 

Laveleye (1822-1892) was a Belgian writer and professor 
at Li^ge. His works deal with freedom of commerce, money 
and crises, rural economy and land systems, property and 

^ PrincipSs d'economie 'politique et sodede (1912-1913). 

® Cours d*economie politique (1920-1921). 

^ Cours d'^conomie politique (1914). 

* Traite d'economic politique (1920-1926). 



ECONOMIC THOUGHT IN ENGLAND AND FRANCE 707 


Socialism.^ His views wore consi(lcral)ly like those of the Kathe- 
der Sorudisteriy as he took the historical standpoint and denied 
the exist(‘nce of natural laws. He will be remembered for his 
argum(Mits favoring the belief in an original community of 
proi)erty; and, as to (‘conomic theory, for liLs analysis of the 
for(‘(\s d(‘1ermining ih(' ))roduetivity of labor. He was a strong 
advoeab* of international bimetalism. 

Tlu' Franco-Prussian war, too, brought in its train a host of 
practical probNnns, and ultimately a veritable regeneration in 
politi(‘s and economics. 

All lliis t(‘nd(*ncy would probably have Ix^en inefT(*ctual, 
how('V(‘r, if tli(‘ monopoly of economic iiLstruction which was 
h(*ld by a few special schools in Paris and the College* de* France 
had not l)e(*n broke*!!.- In 1878, courses in Economie’s were in- 
stitute^d in the* fae*ultie*s e)f taw e)f various Fr(*nch universities. 
Since few if any of the* Liberalists had the training in law which 
was reeiuire*d, this ni(*aut ne*w te*achers. Moreover, it will l>e 
ne)te*d that, as te*ach(*rs e)f law, the* new mei! were sympathetic 
towarel state* inte*rf(*re*ne'e*, anel that the*y we*re not trained in the 
de)ctrine*s e)f the* Fi’ene*h liil)e*ralists. The*se* n(*w me*n, then, were 
incline*d te) follow the Hi:>te)rie*at Se*he)ol, and to advocate govern- 
me*nt int(*rve*ntion for social re*form. 

Accordingly, in 1879 (*ame ('auwds^ Cours dUronomie po~ 
litifliie. Ciiele* i)ublishe*d his Princip(\s d'cconomie politique in 
1888. Translatienis e)f Schmoller, Wagner, and Brentano ap- 
pe*are*d; anel in 1887 the Revue d'vconomie politique was estab- 
lisheel as the e)rgan of the new tendencies. Cauw6s^ notable 
book was natie)nalistic, adve)cating i)rotection, and following 
Ge*rman ideas te) the e.xtent of placing the nation and actual con¬ 
ditions to the fe)re, abandoning the procedure of reasoning from 
absolute universal laws. In this, List was his master. 

' Chief writinRs: — 

Dc la propriHc ct dc scs formes primitives (1874). 

IjC soeiali'inie conte?njx)rain (ISSIK 
ements d'eeonomie i>olitupie (1SS2). 

* See (lide, “ The lOeonomic- Schools and TeachiiiR of Political TiConomy in 
France, ” Pol. Sei. Quart., v. V. pp. 60.'!'-0S5. French economic writiiiRs have 
mostly come from men other than professional ecc^nomists. 



708 


HISTORY OF ECONOMIC THOUGHT 


However, the Historical School proper and its peculiar method 
seem to have found little favor among the French economists. 
In fact, Historicism as a methodology has attracted relatively 
little attention, although Seignobos and H. Hauser, have taken 
up the cudgels for it; and de Greef (a Belgian), under the influ¬ 
ence of Comte, has a sociological approach somewhat akin. It 
was rather to an increased study of systems other than indi¬ 
vidualism, that the new movement led, and to an accc^ptanco 
of more government intervention in economic affairs. 

Here the difference between the French governmi'iit and 
that ot Germany has made a difference in the thought of th(? 
two nations. The French do not look upon the state with the 
eyes of Germans, but regard it more as an Am(U*ican would. 
Consequently they have sought some otluT means of ob¬ 
taining the goal of the German State Socialists than that of 
state activity. Indeed, the great mass of the Fn^nch popula¬ 
tion is middle-class, not proletarian, in its interests, and, 
except for the laborers of the manufacturing (‘enkTs, does 
not respond to movements for extending the power of the 
state so as to restrict individualism greatly, nor to anti-capital- 
istic Socialism. 

As to their economics, the majority of the professors in the 
faculties of law, as just indicated, differ from the Libc'ralists. 
They are what C. Gide terms ^‘intervcnitionists.” Th(\v have 
devoted their energies largely to the study of current problems, 
notably the labor problem, and have advocatt'd government 
protection. The International Association for the Legal Pro¬ 
tection of Labour (Paris, 1900) drew from their number, M. 
Cauw^s being president of the French section. Gide nuMitions 
as adherents. Jay, Pic, Aftalion, and Bourguin, the last named 
being the author of Les systemes socialistes et Vevolution eco- 
nomique (1904). In this book, the author, after critically exam¬ 
ining the various plans for solving the social problem, decides 
adversely to Socialism. Between 1900 and the World War, 
however, the chief products of the professorial group in pure 
theory, Landry's Uinteret du capital (1904) and Manuel 
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d'economique (1908), appear to have come through the faculty 
of s(‘i(»uce. (Landry, while opposed to private property in land 
and capital goods ^—and an admirer of Effertz—is essentially 
Neo-C'lassical in his economic theories. He makes contributions 
to the analysis of dc^mand and supply with reference to capital, 
and the functioning of monopoly in fixing prices.) 

Influence of Sociological Thought. — Although the Histor¬ 
ical School has had relativ(‘ly littl(‘ following in France, and that 
appears to Ixi dirninishiitg, an effc'ct somewhat similar to His- 
toricism has Ikmmi exerted by sociological thought. (French 
thinkers have becMi much given to formulating systems’^ of 
social scienc(‘.) Th(T(» has been much analysis of th(‘ relations 
existing among individuals and groups, and of interrelated hu¬ 
man motiv(\s. Thus th(i influence of Auguste Comte has ap- 
peannl, not only in a tendeaicv to tn^at economics as a positive 
scicaice, but also to make* it part of a broader sociology, and to 
favor considerabk' state intervention. Emile Durkheim is a 
sociologist whose thought shows th(^s(‘ tcaidencies, combiiKKl 
with soin(‘ of Sp(aic(‘r's id(‘jxs, and has influenced F. Simiand.^ 
Simiand scM'ks to fn^e economics from normative presumptions, 
and d(W(‘lop laws of cause and effect on an objective inductive 
basis. Such id('as app(‘ar to influence R. Maunier, A. Bochard, 
and the sociologist, R. Worms. 

The thought of (hibriel Tarde, however, seems to have had 
more eff(‘ct. Tarde attemptinl to apply his ambitious<5ystem of 
philosophy and sociology ^ to e(M>nomics in his Psychologic 
economique (1902). Hi? bases economic life on an inherent 
‘^nterpsychological” bond among all men, which works 
through processes of adaptation and repetition. Men make 
adaptations to their environment, resulting in invention. Then 
imitation gives rise to repetition. A third element is opposition, 
which finds expression in all sorts of social conflict; but Tarde is 
highly optimistic, and sees higher harmony as the result. 

Such is the spirit of Solidarite. 

* La niHhodc positive en science economique (1912). 

* La logiQuc socioU (1895). 
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‘‘ Solidarity.” — Solidarite is a term much used in France 
and championed by such men as C. Gide and L. Bourgeois. The 
distinguishing features of their plan seem to be the abolition or 
fundamental modification of the wages system and the emphasis 
given to cooperative action and various forms of voluntary 
association. It regards as the foundation of solidarity ^Hhose 
voluntary contractual associations and institutions that are 
created deliberately with a view to creating this feeling.” ^ 

Solidarite rejects the principle of competition, and so stands 
opposed to Liberalism. On the other hand, as acceptcnl by most 
of its adherents, it differs from State Socialism in opposing the 
extreme length to which State Socialism goes in favoring govc'rn- 
ment action, and from revolutionary Socialism in general in that 
it disbelieves in the efficacy of revolution or expropriation. Al¬ 
though considerable divergence exists among the ich'as of its 
followers as to the part that the state should play, it virtually 
accepts the program of the so-called Katheder Socialisten as laid 
down by Schrnoller.^ 

Charles Gide, whose Cours d^economie politique ^ is one of the 
outstanding products of French scholarship, himself procc'eds 
from a historico-sociological standpoint, and it is significant that 
he both studied with Roscher and was influenc('d by Comte. 

Summary. —When one essays to sun)marize the general situa¬ 
tion in France, the following conclusions appc^ar to be just. 
Among the most notable facts is the paucity of pure economic 
theory. Most of the energy of French economists is bent upon 
solving social problems. 

A concomitant fact is the tardiness with which any hearing 
has been given to the Austrian School and the mathematico- 
subjective economics. More recently — since 1900, and mostly 
since 1910 — the thought of the Lausanne School has received 


^ Gide, Principlrs of Pol. Econ. (8th ed., Amer. trans.), p. 38. 

^ For a statement and discussion of the program and ideas see Gide, Ess ii 
d*une philosophie de la solidarite (1902) and Applications sociales de la solidarite 
(1907). See also Bourgeois, La solidarity (1894), I>ougl6, Le solidarisme (1907); 
Gide-Rist, Histoire des doctrines economiques, 

8 1901-1907;last ed.. 1915-1924. 
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tardy rc'coguitioii, although chiefly outside the Academiej — and 
there chiefly as giving a mathc^matical form to (existing abstract- 
deductive^ (economics. (It is interesting to n'flect that, just as 
the Austrian SchooFs doctrine' rexielily e'enubine'e! with English 
('hissie'al eroneHuie's in making Neo-Classicism, so the' Lausanne 
Sche)oFs de)ctrine‘s — basesl e)n Walras, Pantale'oni, anel Pare*t(> — 
may e'asily be combiiK'd with Fre'uch Lib(*ralism.) C. Hist/ 
though harelly a follower, '^he)ws sympathy with the^ mathemiat- 
ie*al me‘thoel and in gesieral aere'pts the liausaniu* ide'a e)f elis- 
tribution as a mere pre)ble'm e)f e'quilil>rium betwesm elemianel 
anel supply. K. Ante)ne'lli, in his Frincipes fVeconomk pure 
(IfllO), unelertook a eh'fe'use' e)f Walras^ systemi, including his 
de)ctrin(' e)f rarctc. II. Lauresit,- J. Mern't,"^ and M. CJawadski ^ 
may be' mentie)neHl as having elefenele'el the* mathemiatical method. 
H. (i. ]^e)useiue*t is large‘ly influe*ne*e'el by Pare*te).^ 

Ne>r, e)n the* e)ther hand, has the histe)rical method, although 
espe>use'el by I.avele've', fenmd mue*h fa\'e)r. 

The eleaninant grenip e)f e*e*e)ne)mists, stremg in their caste-like 
contred of le‘aeling se)cie*tie*s and jenirnals, still stand fer a be*lie*f 
in natural laws, which lexiels them to e)ptimistic conclusie)ns. 
The'se' “Liberalists^^ are the' F>e*ne*h re‘pre\sentative's of indiviel- 
ualism and the Classical Sche)e)l. 

Oppe)se'el to them stanels a grenip consisting chie'fly e)f texachers 
in the* law fae*ultie*s whe) re'pre'se'nt ielenus akin te> the pre)gre'ssive 
econennists e)f Germany and the Unite'd State's, — the “inte'r- 
ventie)nists.” 

Between the two, a small but active gre^up of ‘Lsolidarists’^ 
exists, se'eking a re'inedy for social ills in perfe'cte'd voluntary 
associatie)!!. The'y are te) be asse)e'iateel with a socie)le)gical ap¬ 
proach, partie*ularly that e)f Tarele*. 

Then there are' all varieties of Socialism, though, as elsewhere, 

* Rist is joint author with Gulo of the well-known History of Economic Doc¬ 
trines, 

^ Etiil traite (Veconomic politique, maihetnalique (1902). 

^ Ij'emploi h 'i mnthematiques cn {con. pot. (1915). 

^ /,es mnthematiques appliqnfesh Vecon. pot. (1914). 

® Cour'i (Veconomic pure ( 192S1 
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it is not represented by any important economists. G. Valois, 
however, is to be noted as a recent exponent of a non-revolution¬ 
ary sort of Syndicalism which amounts to Nationalism.' France 
also has her Christian Socialism — or perhaps more properly 
Social Christianity — with both the Catholic and Protestant 
branches. Indeed, this tendency seems to command more respect 
in France and Belgium than elsewhere. The system of V. Brants 
(a Belgian) deserves mention. 

French Liberalism in economics cannot be passed over with 
the statement that it is a mere modification of the Juiglish 
Classical School. It is too diversified, too concrete or realistic, 
too optimistic for that. But there is still some justice in the crit¬ 
icism that some of the Liberalists, in a conservative and apolo¬ 
getic spirit, have accepted optimism — individualism, Imsser 
faire — a priori rather than a posteriori. Moreover, while in 
French works one may find excellent studies in the history of 
economic thought, in the labor problem, transport, and finance, 
it is true that between Bastiat^s day and about 1910 relatively 
little was added to general or pure economic theory. 

‘ See above, p. 497, for further reference to French Syndicalism. 



CHAPTER XXXV 


ECONOMIC THOUGHT IN THE UNITED STATES: 

1860-1920 1 

American economic thought has already been touched upon, 
and Franklin, Hamilton, Raymond, and Carey have been more 
or l(‘ss fully discussed. It did not seem advisable, however, to 
interrupt the discussion of the general stream of thought by 
treating local forc(\s and characteristics. The object of the fol¬ 
lowing chapter is to set forth some of the more peculiar features 
of American ('conomic theory and its development, bringing out, 
as it were', tlu' local color. 

The Background. — Almost from the beginning the pecul¬ 
iar environmental conditions met with in America have given a 
characteristic set of tendencies to American economics.^ 

In the first place, the point of view is generally optimistic. 
The country is young, and its resources are boundless.'^ It is 
far remove'd from tlu' pessimism of a ‘^stationary state,’' and has 
been, indeed, in the “advancing state” of the old Classical 
economists. In accordance with this general tendency, from 
early times to Professor Patten, there has been a correlated 
tendency to deny the validity of the Classical law of diminishing 
returns, and yet anotlier to attack the Malthusian doctrine of 
j)opulation.^ Both doctrines, as commonly understood, seemed 
to run counter to the facts in this new land. 

* Cf. Tugwell, The Trtrul of Economics; Suranyi-Ungor, Economics in the 
Twentieth Cenlunj; Homan, CotUemiwrary Economic Thought; Scott, The Develop- 
ment of Economics; Dunbar, “ The Reaction in Political Economy, ” Quart. Jr. 
Econ., 1886; Ingram, History of Political Economy; and the following footnote 
references. For works of chief American economists to 1015, see pp. 788 fT. 

* Cf. Sherwood, Tendencies in American Economic Thought, Johns Hopkins 
University Studies, 1807; and Leslie, Essays in Political and Moral Philosophy, 
p. 126, 1880. See also Laughlin, Jr. Pol. Econ., Vol. I. 

^ Carey, Thomi)son, Peshine Smith, Bowen, A. Walker, Perry. More recently 
this last tendency htis rather shaded into a mere neglect or a minimization of the 
importance of the doctrine. 
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Moreover, the progressive state of the country, with its at¬ 
tendant speculation and fluctuation in prices, may hi) takcui 
partly to explain the fact that an assumed general equality of 
wages and profits is rarely made an important i)remise in the 
reasoning of American economists. The existence of wide differ¬ 
ences in local rates of wages and profits within th('ir nation\s vast 
area would work toward th(^ sanu^ result.^ 

Again, the fact that farms have bec'ii “carwd out^^ of the 
wilderness before our very eyes has doubtless sugg(vst('d the 
question. Is land not capital? Is it not produced’^? Further¬ 
more, the abundance of land has, in connection with a dc^rno- 
cratic people, b(\gotten a system of land ownership which has 
made the dist'nction between land and capital l(‘ss obvious than 
it was in the home of Classical economists. Its ownership has 
been more mobile; its tenure and vahui more clostdy r('lat('d by 
competition and the market. Accordingly, Carey held views at 
variance with those of the Classical economists on this ])()int,“ 
and recent’y a numb(*r of Am(»rican economists have shown a 
strong leaning in a similar direction. 

Part and parcel of the same tendency, is tlu* further fact that 
Americans have been forward in applying tlu^ diff(T(‘ntial idiMi to 
labor and capital as well as land. 

The scarcity of labor and capital which has ('xisted well down 
to the present time lias also found its ('xpn'ssion in c(*rtain 
theoretical peculiarities, in addition to furth(‘ring the oiu' just 
noted. For one thing, the necessity for and importance of ent(*r- 
prise, or the management factor, hav(i becai accentuatc'd. In¬ 
vention, too, has been stimulated, and its importance enqilui- 
sized. This has fostered a point of view in which change and 
progress are regarded as normal. 

But most interesting of all is the suggestion that the wide¬ 
spread acceptance of the marginal-productivity theory of dis¬ 
tribution may be an offspring of a national psychology engcni- 
dered by these conditions. Where labor, for example, is scarce 

^ See Leslie, Essays in Political and Moral Philosophy, i)p. 1.37 f. 

2 Folwell, Amer. Econ. Assoc. Pubs., 3cl annual meeting, Dec., 1888, p. 65. 
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and relatively indc'pendent, the wages-fund doctrine would 
hardly b(? siigg(ist(‘d, whil(‘ it would be easy to conceive of a 
relationship betw(M»n productivity and income. Some of the 
assumptions in Prof(*ssor ('lark\s tlu'orizing have lx*(‘n actual¬ 
ities in Am(?rica. "i'h(T(^ luis be(‘n a great dc^al of free, no-rent 
land, upon which the sc^ttler [)ut his labor. If he could get it, 
hinnl labor was paid all that it was “worth,” and the subsist(‘nce 
wag(' has Ixm'u far l(\ss common in America than in Europe. 
Labor was th(‘ factor which had to be economized, ratlvT than 
land, and its i)roductiA'ity was senitinized. The result was a 
productivity theory of wages; and the application of the differ¬ 
ential id(‘a, or perhaps an idea unconsciously caught from one of 
th(» numiTous (‘arly writers who suggested the use of the marginal 
conc(‘pt in d(‘termining value, completed the sclxane. But often 
in th(‘ (‘arli(T days, capital was the scarcest of all, wh(*n like 
n'sults might b(‘ exj)ected in the theory of interest. 

Nor is it unlikely that the readiness with which certain Amer¬ 
ican tlu'orists take to the idea of capital as a mobile fund, criticiz¬ 
ing th(» id(*a of capital as the aggregat(‘ of capital goods, has been 
furth(‘r(‘d ))y th(' j)r(‘val(aic(‘ of corporations and sp(»eulation and 
th(‘ relative' mobility of investiiK'nt, taken together with the 
preceding conditions. 

FinaMy, America^s r(*lative isolation has made her a stanch 
prot('ctionist country. Located far from the old centers of 
arts and industry, and at a time' when the products of manu¬ 
facture w(*re of gn'at importance, the “American system,” 
according to which occ'an freight charges nere to be saved and 
home' markets develo})ed, was a natural consequence. America, 
directly, and to some extent indirectly through List, has been 
the center of the modern protectionist idea. 

In addition to these environmental factoi's, it is to be remem¬ 
bered that America was settled very largely by idealistic in¬ 
dividuals who either clashed with their native social environ¬ 
ments or believed that they could better their conditions by 
moving. A process of selection thus probably tended to establish 
a population containing a high percentage of idealists who were 
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at the same time individualists of a sort. This may explain the 
prominence of a ^WolitionaU' psychology, which cmphasizc's tlie 
will as against either naturalism or calculation of pleasures and 
pains. 

Of course these “tendencies’' do not find equal expression in 
all American economists, and there have always been some who 
have upheld the Classical doctrines; but the most characteristic 
ones will always be found to illustrate the reality of them suffi¬ 
ciently well. 

This background will afford some preparation for a bri('f 
survey of a few of the recent economic thinkers and their 
thought. 

History.^ — Three great periods in the history of economic 
thought in the United States are clearly marked. 

(1) In the early days of the republic, a protectionist optimis¬ 
tic tendency was dominant, and the influence of a new environ¬ 
ment appeared in a frequent opposition to the tc^achings of 
Ricardo and Malthus. Henry ("arey w'as the most prominent 
and original thinker of the time. In politics the so-calk^d 
“American System” was a practical expression of the domi¬ 
nant idea. 

All the time, however, English economics formed the basis for 
such small teaching as there was. But Americans had little in¬ 
terest in Political Economy. 

(2) In the second period, which embraced the generation 
following Civil War times, there came a rush of great economic 
problems, — notably the tariff and monetary matters, — a con¬ 
siderable growth of interest in economics, and with these, a 
dominance of the English Classical theories. Francis Wayland's 
Elements of Political Economy (1837), dating from the earlier 
period, was much used; and the writings of Amasa Walker, John 
Bascom, and A. L. Perry ^ were products of this second period. 

^ For a list of the chief works of economists mentioned in the following pages 
see pp. t88 ff. 

* Perry’s Elements (1866), while advocating free trade and holding to a law of 
diminishing returns, is more like the writings of Carey and Bastiat as to rent and 
the place of land as a factor. 
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Moreover, an American translation of J. B. Say's Traite 
d^economique politique (1803) appeared in 1821, and went 
through many editions.^ This work was widely used as a text 
before the Civil War, and ev(in down to the eighties. It exerted 
a deep influ(*nce upon American economic thought. 

This period may be said to reach a climax and a traiLsition 
with G(‘n(*ral Francis A. Walker, son of Amasa. His work ex- 
l(Mid(‘d w(‘ll into the i)criod which followed, and he marks the 
b('ginning of a new p(Tiod as well as the close of the old. 

Walker's brilliant attack upon the wages-fund doctrine has 
already b(‘en not('d, jis well as his influence upon English 
tliought. He is perhaps ecpially w(‘ll known for his separation 
of th(' (‘utrepn'iH'ur function, thus emphasizing it and dividing 
the ‘^profits” of Smith and Ricardo into interest and entre¬ 
preneur's profits. In this, he was no doubt guided by the great 
d(‘V('lopm(*nt of busim'ss organization and management in 
America — a fact which m\ist have been patent to him as 
dirc'ctor of th(' FcMleral cen.sus(\s of 1870 and 1880. As a part of 
his treatnu'iit of tlu* entrepreneur came Walker's famous theory 
of profits. Ill* n'asoned that profits as distinguished from interest 
and wag(*s is tlu^ shan^ of entrepreneurial ability, — an ability 
which is j)ossess(Hl by (‘iitrepreneurs in varying degrees and 
which in its highest forms is especially scarce. Profits, like rent, 
is a diffenaitial n'turn for the superior natural advantages. 
Th(*re is a class of no-profit entrepreneurs, he held, just as there 
is no-rent land, and in so far as this is true, profits do not enter 
into the determination of price.^ The price will just cover the 
cost of the ])roduct of the marginal or no-profits entrepreneur, 
including his wages. Walker argued that profits would increase 
with ])r()gr('ss in civilization. 

With the exception of General Walker, the American econo¬ 
mists of these earlier days were astonishingly narrow and abso- 

* English translation by Prinsop, London, 1821, from the fourth edition of 
Say’s work. The sixth American edition (Philadelphia, 1836) was corrected 
according to the fifth edition of the original, by C. C. Biddle. 

apolitical Economu (ISS3), pp. 244-259. The chief criticism concerns the 
assumption of a no-profits margin. 
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lute in '.heir doctrines.^ It was believed that almost any oiie 
could /each political economy, no special training Ixung lu'ces- 
sary. Amasa Walker, even, could write: ‘SVlthough desirable 
that the instructor should be familiar with the sul)j('ct lums(»lf, 
it is by no means indispensable/' A well-arrang(Hl tc'xtbook, 
together with some effort on the part of the teacher and att(‘iil ion 
on the part of the pupil, would insure results. 

As a result, though there was a growing int(‘rest in e(M)nomic 
problems, the study of economics was generally n'gardc'd as 
dull and fruitless, if not with positive aversion. Activity was 
chiefly confined to the more jmictical and particular to|)ics, 
and most of the b(\st work appeared in periodicals. ClifT(i Ix»slie 
sums up the situation as follows: — 

“Speaking generally, however, the men best (lualifietl to stand in 
the front rank of American Economists are not the authors of sys¬ 
tems or general theories, or te.xt-books of principles, but writers on 
special subjects — David Wells, William M. (Jrosvenor, .Vlbert S. 
Bolles, Francis A. Walker, Edwarl Atkinson, William (1. Sumner, 
C. F. Dunbar, and Simon Newcomb. Only sinc(» the Civil War has 
Ameriep, begun seriously to apply its mini to economic (pie<tions 
and the number of powerful intellects it has brought b) b(‘ar on 
them is a remarkable phenomenon in the history of philoM)phy. 
Many of the best economic essays the last decade has produced will 
be found in the pages of American i)eriodicals. ... In the trans¬ 
lation of Roscher and 131arr|ui, work has been done by AuKuica 
which England ought not to have left it to do. Two consid(*ral)le 
contributions to economic history were made last year in the ‘ Indus¬ 
trial History of the United States,’ and the ‘Financial History of 
the United States, 1774-1789,’ by Mr, Holies. In the perfection (»f 
its economic statistics America leaves England behind.” - 

It was in this second period that one finds the first important 
academic recognition of economics. Professor Piu’ry in 1805 
held the title of Professor of Political Economy at Williams 
College; and in 1871 Professor Dunbar took a chair of Political 

' Francis A. Walker in 1891 wrote that American economics had been more 
arbitrary than even the English, laiaser faire and assumptions based on the 
“ economic man ” being pushed to the extreme. 

* “Political Economy in the United States,” Fortnightly Review, 1880; Essays, 
p. 154, 
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Economy at Harv ard, vvluanj Professor Bowen had lx*en s(T\'ing 
as l^*of<'ssor of Natural Bxdigion, Moral Philosophy, and Civil 
Polity(!). SuniiKir and Walk(T soon took up work at Yale. 
Toward th(» (‘iid of the second |)(?riod, about 1875, pr(*ssing 
monetary and fiiumcial probk^ins, largely occasioned by the 
Civil War, arous(‘d coiLsiderable intcTest in economics. 

(8) About th(3 year 1885, however, the iK'ginning of a new 
era in American (‘conomic thought api)ear(Hl. Among the more 
g(‘!U‘ral grounds for the change, were gn*at industrial devel- 
opnu'uts such as th(* rise of railway and corporation problems, 
accompani('d by strikfvs and lalM>r agitation. The very narrow- 
n(*ss and dogmatism of tin* current economics, invitc‘d reaction. 
M()r(‘ particularly, tlua-e was tlu* f(‘rmc*nt of Henry (ieorge's 
pro])aganda, and tlu* stimulus of Walker\s bold generalizations. 
G(H)rg(*’s Progress and Povcriijy with its pl(*a for a single tax on 
land, app(*ar(‘d in 1S79, and arousf'd such intt*r(*st and provokt^d 
such debate* that wo of a lal<‘r g<*neration still hear its ech(X*s, 
while* harelly re*alizing its inte*nsity. Finally, then* came two 
the)ught fe)re‘e‘s frenn abreiael: the* wiel<‘ning rippl(*s frenn the 
(ii'iinan Histe)rie*al Se’heieil, reeMifore*<*el by Ingram's adelre*ss on 
The Present Position and Prospects of Political Economy (1S78), 
re*ae*he*el Amerie*a in the e*arly eightie*s; shortly thereafter the 
de)e*trine*s e)f the* Austrian Schoed lK*came e»(Tective there. At 
al)e)ut the* same* time, as will apiH*ar in a moment, Professor 
('lark was ele*\'e*lo])ing similar iele*as. 

It was in the* fall e)f 1885 that the .\me*rie*an Economic Associa¬ 
tion, se) pe)te*nl in the* ele*\'ele)pnu*nl e)f e*e*one)mic thought, was 
fenmele'el, eine* av'eiwed objee*t e)f its feiunders being to replace 
the* abstrae't siieculativ'e e*e*onomics of the day with a body of 
theiught based upon historie*al and statistical inv'e'stigation. 
The time was ripe for such an association. Inde<?d, it came 
hard ui)on the he*els of an uiLsuccessful .roject, the ''Society 
for the Study of National Economy.^' ^ This projected society, 
whose principles were formulated by E. J. James and S. N. 

' For a more complote account of the ori(;in and work of the American Eco¬ 
nomic Association see Ely, Amvr. Econ. Assoc. Quar., XI, pp. 4G ff. 
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Patten, had proposed to stand for an increase in the functions 
of the state, emphasizing labor legislation, railway ngulation, 
and the conservation of natural resources; and, as illustrating 
the new spirit, the following statement of one of its ‘‘(mkIs” 
is of interest. It was proposed: “To combat the widespn^ad 
view that our economic problems will solve tluanselves and 
that our laws and institutions which at present favor individual 
instead of collective action, can promote the best utilization of 
our national resources and secure to each individual the highest 
development of all his faculties.” The program proposcnl was 
too detailed to secure the adherence of ('iiough economists for 
the organization of the socudy. 

Those most active in originating the American Economic 
Association were Professors Ely, H. B. Adams, ^ K. .1. Jam(‘'j, 
and Seligman,^ although some of the older economists co¬ 
operated and Francis A. Walker was inad(‘ the first pn^sidc'nt. 
The objects of the Association were, on the whol(‘, similar to 
those of the preceding society, being (1) the (Micouragcaniait 
of economic research, (2) the publication of economic mono¬ 
graphs, (3) the encouragement of perf(‘ct freedoin in economic 
discussion, and (4) the establishment of a bureau of information 
to aid members in their studu^s. Its statenu'nt of principhvs 
differed in the direction of less radicalism on thv score of govern¬ 
mental interference, and less emphasis of historical and statis¬ 
tical methods. These principU^s wen? the result of a cons(*rva- 
tive modification of a draft pn?pared by Professor R. T. ICly. 
They ran as follows: — 

We regard the State as an agency whose positive assistance is 

one of the indispensable conditions of human progress. 

^ H. B. Adams was an historian, but his influonce and enrouraKomont was a 
valuable aid to the formation of the Association. The American Historical 
Association had been formed in 1S84. 

* At the first meeting called to discuss the format ifin the following among 
others were present: C. K. Adams, H. B. Adams, H. C. Adams, FO. IF. Andrews, 
E. W. Bemis, C. Bowen, J. B. Clark, Miss Katherine Coman, V. IF. Denslow, 
D. R. Dewey, S. W. Dike, R. T. Ely, Washington Gladden, 10. J. .James, Alexan¬ 
der Johnston, F. B. Sanborn, Eugene Schuyler, 10. It. A. Seligman, llcrlxjrt 
Tuttle. 
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*‘2. Wo Ix'liove that |K)litical economy fM a science is still in an 
early staj^r^ of its development. While we appreciate the work of 
former economist'^, we look not so much to sjx^ciilation as to the 
historical and statistical study of actual conditions of economic life 
for the sati>factory accomplishment of that development. 

W(* hold that the conflict of labor and capital has brought 
into promin(‘nce a va^t number <jf social prol)lems, whose s^jlution 
re^iuires the unit<»d elTorts, each in its own sphere, of the church, 
of th(‘ state, and of scicmce. 

“ I. In the study of the imlustrial and commercial ix>licy of gov- 
ernnuMits we tak(i no j)artisan attitude. We Ixdieve in a progressive 
dev(‘lopment of economic conditions, which must lx; met by a corre¬ 
sponding deveIo|>ment of legislative fx)licy.'' 

It i.s to 1)0 ol)serv(*d that this stat(‘ment of principles was not 
regarded as a cn‘ed. It was appanmtly n(‘ver sigiu‘d. Yet even 
so, it was th(‘ object of criticism, and was in 1888 unanimously 
at)olisli(Ml l)(*cauM‘ all f(‘lt that it had doiu* its work. Its function 
was to s<*rvc as a rallying point for those economists who were 
th<' progr(‘ssi\(*s of tin* tim<‘, thus insuring a c(‘rtain likemindixl- 
lU'ss in mcmi)crship and leadership, desirable under such eir- 
cumstanc(‘s. 

Indeed, ample' evidence exists that the above principles were 
haileil by not a f('w \Nith no .small enthusiasm. As already noted, 
the jMM'iod was one of traiLsition in social thought and in eco¬ 
nomic phi'iiomeiia. In the face of such great (juestioiLS as the 
growing labor problem, railway discrimination, and moiu'tary 
diflicultu's, all aci'i'utuab'd by the crises of 1873 and 1884, the 
old policy of fairv was proving inadecpiate, and the wave 

of nationalism which came with th(' ('ivil War no doubt made 
the (h'cliiK' of that policy easier.‘ At the same time the narrow 
tibstractioiLs of the economics then taught grew more and more 
irksome. 

This is th(' point at whicli refenmee should be made to Ger¬ 
man influence. The men who founded the Association had 

* For ftn illuMtnition of the ofTe<’t« of the ('ivil War and of the i^wth of govem- 
inent int4»rvontion in one field t)f eronoiiiie activity, »ee Haney. Con{;rc^swtial 
^lUtory of liailuHiys, Vol. II, pp. 157, 101 f., lt)3, and Chap. XXI. (Madison, 
VViaconain, 1910.) 



722 


HISTORY OF ECONOMIC THOUGHT 


studied in Germany, and had becm deeply affected by the 
breadth and catholicity of economic studies there. In addition 
to those mentioned in connection with the origin of th(‘ Associa¬ 
tion, John B. Clark and Henry C. Adams wen' among the (*arly 
active members who had studied in Germany. All th(\s(' men 
felt the lack of freedom in American economic thought. More 
concretely, the idea of relativity was grasp('d, and at the* sanu' 
time the economic significance of ethical and political force's 
was realized. Thus, while the American J‘](*onomic Association 
was of domestic origin and stood for Anu'rican idc'as, it is to Ix' 
gratefully acknowledged that certain good ('h'liK'uts in the' 
German thought of that time were instrumental in hastc'iiing 
its birth and shaping its development. Xo doubt, ^oo, the' 
Verein fiir Socialpolitik ^ ser\'ed to some extc'iit as a modc'l. 

The Association at once became the' cc'iite'r of ik'W thought 
forces, gathering them tog('ther and giving tla'in stn*ngth 
through the mutual support and intc'rchangc' of id(‘as which 
it encouraged. It also seiwed to stimulate' furttu'i* de've'lopnu'nt. 
Its early monographs set forth ideas which late'r (l(‘V(*lop(*d 
into w'ell-rounded theories expound(*d in books, — e.g., ('lark's 
Capital and Its Earning in Volume III. That a conside'rable 
part of these monographs illustratc's tlu' historical idc'a, is 
natural. Nor is the practical infliK'ncc' of the' Association to be 
overlooked. It has be(*n a real force', threiugh its ine*mbe‘rship 
and the reports of its (*ommittees, feir imprewing the' fe'de*ral 
census, and the regulation of monetary matters, the ‘trusts," 
and the railways. 

As further evidence of contemporane'ous de'velopme'iit in 
the world of economic thought, it is einly ne'ce'ssary te) re'e^all 
that in 1886 the Politiail Heienve Quarterly (('olumbia) and Ihe^ 
Quarterly Journal of Economics (Harvard) w^e'n^ establishe'd, 
followed in 1890 by the Annals of the American Academy of 
Political and Social Science (Pennsylvania) and tlui Journal 
of Political Economy (Chicago), and by the Yale Review (Yal(') 
in 1892. Clark's Philosophy of Wealth appeared in 1885, Laugh- 

^ See above, p. 546. 
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liu\s Klcniaiis of l*olitiad Economy in 1887, and 101y\s Ininxiuc-- 
lion to Political Economy in 1889. 

At about this tiin(‘, (JcuKTal Walker .spoke* of an intense 
int(*r(*st in industrial eonditions and in economies. And he 
was inclin(‘d to complain of a spirit of radicalism, a contempt 
for authority, and a dis.sati.sfaction with the existing order.' 
From th(‘n on down to the pn‘.s(*nt day, an eager, r(‘stie.ss in- 
ejuiry, an <‘Xt(‘nsion of geau'ral and t(*chnical in.struction along 
(M'onomic liu(*s, have* prevail(*d in the United State.s, and are 
the .sni)ject of freeiueiit comm<‘nt by fonagn c‘conomi.‘<ts. 

Conditions at the Beginning of the Twentieth Century.^ — 
Perhaps to .some (‘Xtent on account of th(* comprehensivenes.s 
of th(‘ American Fcoiiomic A.''.<ociation, it .<eems that lU) .Mich 
divi.sion into important .schools exists, as, for in.stance, Is tlie 
ca.se in (Jermany. Or tlu* fact may lx* due* in part to the later 
d(*V(‘lopm(‘nt of activity in economic thought. Coming after 
the reaction against the* extn‘mes of th(* Historical Sch(x>l had 
s(‘t in, there wa.s less occasion for the “schools’* involved. Mon*- 
over, th<* abs(*nce of .so widespn*ad and acute a condition of 
class antagonism and tlu* <*vils accompanying it may <»xplain 
in |)art the slight im|)ortan(*e of Soidalism to date. It was char¬ 
acteristic of AiiK'rican economics at tin* end of the ninete(*nth 
century that n'latuely litth* differenct* of opinion was found as 
to the tariff an<l government control in geiu^ral, neither Ixdng 
(*ntirely condemned. 

On th(* whol(‘, then* wen* but two gn‘at groups, witli .so many 
variations within both, and .so .sliailing into oiu* another, that 
th(‘y cannot lx* called .scluxds. One* held to a large part of the 
teaching of Mill; tlu* other follow<*d the Austrian .sch<x)l or 
Prof(‘.s.sor (*lark. Within tlu* latter, a .smaller third group had 
Prof<‘.s.sor S. N. Patten as its center. This was sometimes called 
the Penn.sylvania group. 

Accordingly, oiu^ finds,.on the surface at least, wide differ- 

' Amcr. Kcon. Assoo. Pulxs., 1S‘)1. For a statomont aiul criticism of the situa¬ 
tion which <lc.*<crvcs to Uvoinc a chu*-sic. see Dunhar’.s article on "The Heactioa 
ill Political l^conomy,’’ Quar. Jr. Kron., I, l“-27, l.ssO. 

^ Much of what is here written will apply to the decade 11KX>-1D10. 
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ence in the importance attributed to cost in valiK' d('t('riniiia- 
tion, in the theory of interest, and in the treatnuait of land 
and the return from land.^ To mention but a few names; Pro¬ 
fessors J. B. Clark, Fetter, Fisher, and Patten hav(' ('mpliasiz(*d 
the subjective point of view and the utility side of marginal 
utility, and have criticized the Classical rent doctriiK'; Pro¬ 
fessors Bullock, Cai*ver, Ely, Hollander, Lauj;hlin, and Taussij^ 
have laid more emphasis ui)on the obj(‘ctive sid(' and upon 
costs, and have held to an enlightened Ricardian doctriiu* of 
rent. 

Professor Fisher of Yale is the leading expoiK'nt of th(‘ math(‘- 
matical method. OtluT mathematical ('conomists an' H. L. 
Moore and H. Schultz. As statisti(*ians Mayo-Smith and 
Wright, — both now deceased,— l)(*W(‘y, Willcox, Baihw, and 
Falkner are the be.st known among the oldiT nuai. Mon* re¬ 
cently such men as E. E. Day, W. I. King, F. C. Mills, W. M. 
Persons, and H. Seerist, have gaiiu^d w(*ll-d(‘S(‘rv(‘d recognition 
in this field. 

There can be no doubt of a strong t('n(l(‘ncy among Amr*riean 
economists to emphasize psychological analysis. Aft(‘r 1S(S5 
the thought of Jevons and the Austrian School took firm hold, 
and American economics came to the* place* of prominf*nc(* which 
it had acquired by 1915 largely through indcpc'iulcnt d(‘V<‘lop- 
ment of parts of this field. Accordingly, it is probable* that 
four of the six leading theorists have* b(*(*n Clark, Patte*!!, Fisher, 
and Fetter, whose thought may be bri(*fly ('xamin(*d as typical of 
the most striking characteri.'^tic of Am(*rican ('conomics. 

J. B, Clark. — Many hold that Prof(*ssor John lhit(*s (’lark 
(b. 1847) is the greatest constructive* ge*ne*ral the*e)rist tliat 
America has yet produced. Ilis claim to some e)riginality in 
developing the significance of marginal utility is strong, anel 
his name will ever be associated with the marginal-productivity 
analysis in static distribution. Many of the me)st pre)mising e)f 
the younger economists have been much influenced by him. 

‘Cf. "Tho Relation between Rent and Interest/’ in Amor. Keon. A8.s(>c. 
Publications, New Series, Vol. V, 1904; a discussion amon({ various cv'onotnists. 
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His culm, cl(‘:ir analysis has been v<‘ry s\iK>i;cstiv(‘, and has done 
much to clarify distribution problems. 

It is int(‘rcstinj^ to sp(M*ulat<* upon some of the infiinaices that 
must hav(» helped stimulate* and mold the* thought of one* who 
is, pe'ihaps, America's most notable* e*conomie thf*e>ri.st. Pro- 
f(‘ssor ('lark's thought shows some* similaritie^s te) that e)f Bastiat, 
anel it is not tmlike*ly that in his e*arly elays he wjis se)me*what 
intiue‘nce‘el by the* latte‘r. He himself re‘fe*rs to the influence of 
a sugge‘stie)n n*e*e‘ive‘(l fremi He*nry (i(*orge*.* As a pu|)il e>f Kriie*s, 
te)o, he* no eloubt elre*w upon that acute* thinke*r. Ee)r the* re*st 
he* ae*e*e'pte‘el the* iele*a e*urre*nt amemg e*e*e)nomists e)f the* histe)rico- 
se)ciologie*al tyj)e*, that se)e*ie*ty is an e)rganism. Aelel te> this back- 
grounel Pre>fe‘sse)r ('lark's gr(*at pe)\\e*re>f sustaine*d abstract si>ec- 
ulatie)n, and .some* of the e*hi(‘f fae*te)rs in his we)rk are appare*nt. 

In his nf Wmlth (ISS5) the* twe) main ide‘as are 

(i) that the* pre‘vale*nt the‘e)ry of value mi<ce)ne‘(*ive*d the* part 
playe*el by utility, anel (2) that se)e*iety is an e^rganism to be 
tre*ate*el as a unit in eh^i’ii.'^sing pre)e*e*sse‘s e>f we‘alt!i elistribution. 
('lark distinguishe's absolute* frean **e*lTe‘ctive* utility," de‘fining 
tlie* latte*r as “j)oue‘r to modify eair subje*ctive e*e)nditie)n, under 
ae*tual cire*umstance*s, anel . . . me*ntally me*asure‘d by sup- 
peising se)me*thing \\hie*h we* |M)s>e*ss te) be* annihilate*el, or se)me- 
thing whie-h we* lae*k te) be attaiiu*d." - Marke‘t value* is me‘asured 
by this utility, e*stimate*d b}' seMae*ty cein.sidered as eine great 
isolate'd be*ing.‘’ 

(Mark alse) e*mphasize‘s the* limits se*t to (*e)m|K*tition in modern 
se)e*i(*ty, assigning a large* part to ne)n-<*e)mpe*titive economics. 
An e*thie*al purpe).s(* is ve*rv preiminent: a just distribution of 
we*alth is e*e)ntraste*el with the* e*xi.sting conditions: an ap{M‘al is 
made* fe)r a me)re* ratie)nal me'ans of (*fTecting distrilnition; and 
the highe'r e*thie*al feirms of we\iltli art' emplnisized. 

' Ih'stnhutinri of W'valih, l*n*fnro, p. viii. OiH>rKe’.s idea is that waiios are* fixed 
l)y tho product xnIucIi a man can create by tillitiK no-rviit huid. Clark, of course, 
is far from accepting (JoorKc’.s .single-tax ideas. 

* !*, 7s Compare Distnhutiou of Wealth, p. 'Miy. This statement is subject to 
the .saim* criticism as was M«*nger's. Scm* alsive, pp. (U 1, fil l f. 

■’ P. S*J. Prt)fes.s<)r SeliKinun in his /Vinri/jfts of Kcttrwmics (IIKIS) follows this 
concept of value. 
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It is by. his Diatribution of Wealthy publishiHl in 1899, thnt 
Clark is best known. Put in a nutslu'll, it is tlu' ich'a of tlu* book 
that in a ‘^statie’^ condition th(' factors of production n'C(*ivo 
shares corresponding to the j)roductivity of tlu'ir final or mar¬ 
ginal increments; the process being ^‘controlled by a natural 
law.” 

The social point of view being taken, and soci(*ty Ixang n*- 
garded as an organism, it follows that distribution and (‘xchang(‘, 
with value, are incliuh'd in the round of ])roduction. Distribu¬ 
tion has three stages; the division of so(*ial inconu*, first among 
various groups of industri(‘s, tla^n among sub-groups, and 
finally among the factoi*s of production within tlu* sub-group. 
The first two process(\s are controlh'd by th(' market prict* of 
the produce; the last — or functional distribution, as wo would 
say — is gov(‘rn(*d by productivity, labor t(‘nding to g(‘l what it 
separately product's, and capital likewise*.• 

In ord(T to re'duce all units to homoge'iK'ity, dark would 
fund all the factors of production. Lanel and capital an* n'duct'd 
to ail abstract niobih* capital fund (“social capital”), and labor 
to productivity units (“social labor”). dlK'n the* sp<*cific prod¬ 
uct of a unit of any factor may lx* s(*gregat(*d, Ik* maintains, by 
turning to the margin. In the case of labor this margin may be 
found widespread in a zone* of indifft'n'nce* as to (*mj)loying mon* 
men. In all industries th(‘n» is an intens ve* margin. It is a chi<*f 
service of dark’s to have develope'd and ch*fiiK'd (not originatc'd) 
the idea of a fund of productive wealth, abstract and not l(*st 
in the capital goods through which it finds (*.\pr(*.ssion at any 
given time. This is similar to the business usage*. It is a con¬ 
cept w^hich helps to an understanding of the mobility of capital 
under competitive conditions. 

Though, for the most part, a “natural” timdency to equalize 
returns in difTerent industries is posited as the force tissuring 
the productivity correlation, it is made clear that it is tin? freci 
competition among employers that is assumed in the static 
state which insures the full value of his product to the laborer. 

1 Chap. II. 
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Th(' pli'asurc-and-pain calculus is the? mainspring of the whole 
machine*. 

Hoth wage*s and inl(*r<‘st can he “translate'd^* into the* form 
of r(‘nts on concrete* pre)elue*e‘r.s’ ge)e)el‘-, anel the\s(; r(‘nts are* te> Ixi 
ce)nside*re*el as eleme'iits in ele*te*rmining value*s. Clark de‘nie.s 
peculiar signifie-ance* te) land r<*nt, anel sue*h rent plays an almost 
inappre*e*ial)le‘ ])art in his syste‘m. 

Pre)fe‘sse)r (’lark’s the‘orie*s have ne)t remaine*d unque*stie>ne*d.^ 
He‘lative*ly fe‘W are* in agr(*<*meut as te) the* e>rganic e*haracte*r ejf 
se)e*ie‘t3', anel seime* l)(‘lie‘ve* that such ahstractieai as e*harae*te rize‘s 
hi.s th<*ory is hardly fruitful. His “.static .^tate*” is iifte*r all epiite 
similar te) e)ne‘ in \shicli the* “nattiral” coialitions the^ught e>f hy 
the* (’la.^sical e*ce)n(uni>ts, e*\ist. lle)hse)n anel e)thers have* at- 
tae'keel the* valielity e)f the* “elosing” me*thoel e>f i>olating the 
spe*e*ifie* proelue-t of a give n fae*tor. ()th(*rs de*ny that lane! can 
he* tr(*ate*el as a me)hile* funel, he>leling that in this it elifTe*r.s fre)m 
e*apital. 

Te) the* authe)r, e)ne* of the* me)st inte‘re*sting fe*ature*s e)f Pro- 
fe‘sse)r dark’s the)ught is his philo>e)phical e*onsiMe ue*y. Ills 
se)e*ial |)oint e)f \ ie‘w, his optimism, anel hi< minimizatie)n e)f the* 
Imntatieins inhe*re*nt in the* ehfTe*renee*s in lanel, are* manife‘sta- 
tie)ns e)f a pre*tty the)re)iighgoiiig ielt*ali''in. His he*donistie* tre‘iid, 
he)we*ve*r, intre)elue*e's a jarring note*. 

Pdttffi. Pre)fe*sse)r Snne)n X. Patten (lSr)2 1022) was 
e)ne* e)f the* me)st e)riginal e*e*e)ne)mists Ame*rie*a has proelue‘e*el. 
His e*hie*f e*e*()ne)mie* writings are* Premises of Political Economy 
(ISSo), The Consumption of Wealth (ISSO), Dynamic Economics 
(1S02), anel The Theory of Prosperity (1002). He was an iele*alist 
ill phile)se)phy, \\he) he*lie*ve*el that unde*r social planning a 
dynamie* se)e*ie'ty e’xpe*riene*e*s incre*asing utility^ growing peijm- 
latie)!! with highe*r living stanelarels, anel large*r pre)fits. Te) inili- 
cate hrie'lly se)me of Patten’s characteristic de)ctrine‘s: - he 

* SiM', «' K., e’urvfr'.M and Hobson’s di.sriissioii in ./r. of Pol Kcnti., nK)l--ll>e).5; 

('arviT’s disreiHsion in Quart. Jr. Keon., AiiKn^t. IMU; Uavonport’s r< 2 /f 4 r rtri<< 
Dtttlnhulion, .WIl; MnoFarlaiu* in .\nu*r. Kcon. Ansoo. PuI>s., 3d soried, 

\n\. IV. No. 1. 

* SiM* Hoswe*lI, .1. L., Thr Hcounnnr.H of Simon X. Pallt n (laiM). Kora review 
of Patten’a Dynamic Economics liy C'lark see Ann. Amer. Aead., HI. 30-44. 
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developed the importance of coiisiimi)tion, making the changes 
that adapt it to environment a factor in nMlucing costs as m(*u 
progress; he was optimistic, denying a law of diminishing re¬ 
turns; he regarded the shares in distribution as pri(*(‘-(l(‘t(‘r- 
mined, costs cutting no figure; and, in order to harmonize' the 
idea of increasing demands with that of incri'asing n't urns, he 
made monopoly normal and gave it a large' ])art.^ "riu' iele'a of 
alternative use and opportunity costs finds fre'epie'nt e‘\'pre‘ssie)n 
in his works. Patten pointed out that lanel will ne)t be' aban¬ 
doned exactly at the point wlu're returns just fail te> ce)ve'r 
costs of bringing it under cultiv^ation, but that pre)eluctie)n will 
be carried further. 

Professors Clark and Patten differ marke'dly in the plae*e 
which they give to mone)pe)ly. The' fe)rmer give's it scant atte'ii- 
tion, and its role in his the'e)ry is unimportant. With the' latte'r 
the opposite is true. Accemlingly, the'V alse) eliffe'r in the* se-ope* 
which they would allow to ge)ve'rnme'nt inte'rfe're'iice*, anel, while* 
Professor Clark would emphasize private* pre)pe‘rty rights anel 
minimize government activity, Pre)fe'sse>r Patte*n woulel alle)w 
to the government an active i)olie*y in maintaining tin* se)cial 
interest. In his later thought, Profe'.s.se)r Clark pe'rhaps maele* a 
larger place for ge)ve*rnment inte*rve'ntie)n, but it was fe)r the 
purpo.se of maintaining his ideal of ce)mi)e'tition fre'e* fre)m re¬ 
straint. 

Irving Fisher, — Professor Irving Fishe'r publislie'el his 
Mathematical Investigations in the Theorg of Value ami Prices 
in 1892; but he has since^ surnme'el up his the'e)ry in se've'ral 
volume's: The Nature of Capital and Income (191)0), The little of 
Interest (1907), Elementary Principles of Economics (1912), anel 

' “The motives for production increa.se a.s wants j^row in intensify; hut costs 
fall off with the growth of productive power, thus destroying the ecpiality 
between it and the return in goods. A new e<iuilil)riuin is created on the market 
by the equality of marginal expen.se and marginal utility. Wants grow more 
rapidly than productive pow'er; values rists and producers gain a monopoly 
power equal to the difference between cost and the expense of goixls. Monopoly 
is thus essential to a market equilibrium, and the monopoly fund h.as its .size 
fixed by the natural excess of demand over supply. Intense wants and low costs 
of production have no other means of equating themselves.” {Theory of Tros'- 
perUy, p. 234.) 
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The Theory of Interest (1930). Prof(».ss()r FisJior roa-soas with 
adinirahh^ clarity. Ily adopting th<j accountarit’.s iKjint of view 
h(' has shed new light, tliongh his books illustrate the difficulty 
of adopting new t(a*rninology. The Austrian id(‘a is the domi¬ 
nant one: th(‘ valu(‘ of capital goods (including land) is the dLs- 
counted value of th(‘ir income. And a point upon which much 
str(‘ss is laid is that income inu.st not be confused with the mate¬ 
rial obj(*cts (capital) which afford it, but consists of the .services 
r(‘nd(‘r(*d by su(*h objects, tia* eh‘ment of time making the great 
differ(‘nc(‘. Tlu* intere.st rate, th<‘ determination of wliich Fisher 
would mak(' tiu* chief i)robl(‘m i)f economics, depcauLs U|xjn the 
‘‘time pn*f(‘renc(»” (Fislua calls it “impatience*') of individuals 
for pn‘sent over futun' goo<ls, — an agio theory. lie und(Ttakes 
to (‘xplain interc'st rates by assuming (1) “income streams” of 
varying >ize and charact<»r, an<l (2) the character of individuals 
(such as for<*sight, .self-control, and habit); but he do(\s not 
explain the income stri'ain, and does not allow subjective co.sts 
to fuiudion, “ lnv(*.stm(*nt opportunity” is made to serve in 
lieu of both productivity and co.^t, .so that we have a merely 
individual aca'ounting, which d(K\s not explain the determina¬ 
tion of “oi)i)ortunity.” 

Profes.sor Fi>her tU'st’rves credit for early discussions of the 
relation betw<‘<*n the value of money and intere,st rate.s, and he 
has doin' im|)ortant work in support and clarification of the 
(luantity thi'ory of inoiu'v. In his later years, he has gone to 
(‘xtri'ines in advocating attempts to control the gtaieral level 
of ])ric(‘s by manipulating the currency.^ In general, Fisher's 
thought shows the tendency, .so common among mathematical 
economists, to make (piestion-begging assumptions, and to 
di'al with variations and “correlations” without regard for 
cau.sation. 

F. A. Fetter, — Frank A. Fetter is recognized as an original 
thinki'r, and one who h;us a sufficiently fundamental and consist¬ 
ent theory of economics to have iH'come the basis for a distinct 
group or “school.” In his earlier thought, he adopted siibstan- 

* BOO StabUizino the Dollar (1920), and yfoncit (1935). 
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tially the Austrian theory; but, while he remains higlily subjc'c- 
tive and ^‘psychological,” he has sought to free his thought of 
materialism and hedonism.^ Adopting the volitional psychol¬ 
ogy, he makes valuation a matter of free choice rather than of 
calculation of utility. At the same time, he has come to oppose 
chrematistics, or “price economics,” thus running countc'r to 
both Fisher and Davenport. He sets “wt'lfan' economics” 
against “price economics,” arguing that ('conomics must help 
man to attain some goal.- N(‘verthek'ss, whih' ri'jecting lu'don- 
ism and criticizing marginal utility, Fetter recognizes the im¬ 
portance of value theory, and develops a theory of valiu' and 
distribution which is not grc'atly dissimilar to thos() of such 
economists as Pigou or Li(‘fman. In this resp(*ct, the chicT 
points are that he tends to ignore physical limitations and to 
minimize the significance of cost. For ('xamph', lu* considta’s 
interest as due entirely to difference in the pn\s(‘nt valuations 
of present goods and future goods, and criticiz<'s Fish(*r and 
Bohm-Bawerk for mixing “productivity” with this. His doc¬ 
trines of “psychic income,” and “time value” (unconnect(‘d 
with productivity and rent) arc well known. 

Quite different from the fon'going are the views of the two 
former Harvard professors, F. \V. Taussig and T. N. Cnrvvv. 

In addition to his books on the tariff ciu(\stion and Wage.s and 
Capital, Professor Taussig has published a two volume work 
entitled Principles of Economics (1911). This book is not de¬ 
signed as a contribution to economic theory, but it is valuable 
as a restatement or revision of the Classical thc'ories by one 
who is generally recognized as having been Americans greatest 
teacher of economics. The doctrines of Bohm-Baw('rk, Fisluir, 
and others are on the whole skillfully merged into those of 
Mill and Marshall. The ways in which the distribution of in¬ 
come and wealth is affected by the complexities o^ pnisent-day 
industrial organization, are admirably presentcid. From the 

^ Economic Principles (1915). 

Price Economics vs. Welfare Economics,” Amvr. Econ. Rev., Vol. X, 
pp. 467 f., 719 f. (1920); ‘‘Value and the Larger Economics,” Jr. of Pol. Econ., 
Vol. XXI, p. 587 (192;ii^. 
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point of vi(i\v of pure theory, the most iiotabhi features are the 
tr(‘atm<*nt of pn»fits as a form of \vag<‘s, and tluj peculiar theory 
that \vaf 5 (‘s an* <let(‘rmin(*(l by the discounted marginal product 
of labor. A larger piirt of th(i book is giv(‘n to sane and lucid 
discussions of ])ractical economic subj(*cts, such jis money and 
banking. (Incid(Mitally, note that a rather crude (piantity 
tlu*ory of money is adopt<‘d.) 

Prof(‘ssor X. (\‘u v<*r, in his Distribution of Wealth ^1904), 
calls a halt to one-sidcsl (‘inphasis of psyeliology, and points to 
the economic* c'uvironm(*nt factor. The* book contaiiLS a note- 
worthy n'statc'UKMit of the law of dimini.<hing r(‘turiLs, and an 
able criti(*ism of the* Austrian ideas on i!it(‘n*st, applical)l(* in a 
gn‘at degrc'c to Ei‘^h(‘r and ('lark. He mak(‘s the* law of diminish¬ 
ing n‘turns univeisal as n‘gards land, lal)or, and (‘apital, but 
not as r(‘ganls <‘nt(‘rpi iM*. If to a limit(*d ([uantity of any one 
of th(* factors, land, laljor, or capital, increasing (juantities of 
otlier factors arc* added, a tunc* will c'oine \\hc‘n the return 
diminishc's r(*latively to (he* ejuantity addc*cl. To ('arver the* 
(iuc*stic)n c’oncerning int(*rest is, “Why is this income* more than 
suffic'ient to kc*c‘p the* supply of capital intact, or to r<*placc* it?*^ 
As in the* c*a.'<c* of value, e*ost and productivity are .\vntlu*.siz<‘d. 
Unli*ss the* supply of capital w(*re in .some way limite*d, ds 
marginal j)roduc*tivity would disappear; and the.M* limits are 
the co.st of making capital goods, and the sacrifice of waiting, 
including an e*lc*mc nt of iin*alc*ulal)le risk. 

Thc*re? is a sen.se, ('arvc'r holds, in which rent dex's not t*nter 
price's as wage*s do, for land is sc*parable from the owner and 
doe*s not have to be* j)e*rsuade'd to work by .some offe'r of advan¬ 
tage*.* In this conne'ction, a te*nele'ne*y to tre*at the problem of 
distribution from the standj)e)int of the entrepreneur and his 
expenses, is to be notc'd. 

Prof('s.sor ('arver lays more stre.s8 upon the Malthusian 
theory of population in conne'ction with the theory of wages 
than do the pre'ceding writ el's. 

In C'arvei's thought there is a strong strain of materialism 

»P. 207. 
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which has found extreme expression in later writings in which 
he assumes that that is right which is capable of making itsc'lf 
universal, and that we must try to discover what will enable 
the state to survive and then train our consciences to approve 
it. Adjustment to environment appears to hav(i the ccMitral 
place. ^ 

Professor Richard T. Ely has exerted a wide influence among 
American economists. His Outlines has been oiu' of th(' most 
widely used texts in colleges and univcTsities, and through his 
long teaching career at Johns Hopkins and Wisconsin, and his 
many able works, he has done much to sluipc' th(‘ course' of 
economic thought in the United States. Sanity and balance 
mark Ely’s mature work; and he has made notal)l(' contribu¬ 
tions to the definition and classification of ('conoinic concc'pts. 
His economic theories arc somewhat similar to those' e)f Taussig 
and Carver, but his philosophy is wiele'ly elifTea’e'iit, anei he' has 
recently swung away from the classical dex'trine of huiel re'ut. 
(This may be a result of his later re'se'are*h in the fie'lel e)f land 
economics.”) He may, on the whole, be classeMl as e)ne e)f the? 
older Historical SchfX)!;^ and his cenitinue'd emplKisis of the' 
significance of social institutions, anel e'spe'cially the)se' ce)nne*cte'el 
with property and contract, has be'cn an im])e)rtant fae-tor. He' 
has led in broadening in the Unite'd State's the se*e)pe' e)f ece^- 
nomics, — which he would make a “scie'iice' e)f human re'la- 
tions,” — and in stressing what now sonu'tiines is e*all<'el the' in¬ 
stitutional approach to e'conomic thee)ry, though ne)t in an 
extreme way. His work has he'lpe'd to ke'eip Ame'rie'an e‘e*e)ne)- 
mists in touch with a social point of vie*w which is prae*tie‘al, 
and to prevent their forge^tting the ymjblem e)f justie'e' in 
distribution. Professor Ely has in the past bce'n critie'izeel fe)r 
^‘socialistic tendencies.” Time has prove'd that in re'ality he 
stood for a golden mean in social reform that ne)w is the gre)und 
upon which the fallacies of real Socialism can me)st e?ffe'ctively 
be met. 

^Essays in Social Justice (1015), pp. 27, 32, 61; Principles of National 
Economy (1921). 

* See above, pp. 539 f. Ely’s thought also shows the influence of A. Wagner. 
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Profc'ssor lOdwiii R. A. Soliginan in the main follows J. B. 
Clark in his th(s>ry of valii(‘ and distribution, but his thought 
is much more (s*l(‘clie and h(‘ n^gards the? scope of economics 
dilTi‘r(‘utly. Prof(‘ssor S<‘ligman, in addition to being Americans 
forcMUost authority in the (iedd of taxation, has publish(‘d a lxK>k 
entith'd Principles of Economics (ItK)o) which has gone through 
nuiiKTous (slitions. H(‘ has sought to harmonize apparently 
conflicting views, att(‘inpting to combiiu* ls;th the th(H>ries of 
J. H. Clark and tin* Austrian School and those* of the Historical 
School, with the* oldeT doctriiH^s. He giv(*s the* theM>ry e)f value — 
which he* ba^^e's e)n marginal utility — a pre>mine*nt place. The 
infiu(*n<‘<‘ e)f (le'rinan e*e*onomie* thought is appareait in e*xt(‘nsive 
tre*a(nient e>f subje*e*ts in applie*<i es*onomie‘s, sue*h as railway 
rate*s anel in>urane*(*; and a notable* bre^adth e)f vie‘W i> shown in 
the* (*in|)hasis of social institutieais anel historie*al background. 

Profe*ssor H. J. l)av(‘!iport (IHGI 11)31) is to be* mentioneil 
as a se*are‘hing, ^stimulating, but inile*ci*'ivc the*e>rist, whe)se work 
has hael a distine*t infiue‘ne*e* in the* rnite*il State*s and England. 
l)ave*npe)rt’s the*orv is e*harae*te*rize*il by its ade)ptie)n of the 
“e*ntrepre*ne*ur point e)f vie*w’’ anel the* re*lateHl ne)tmn of ‘'e)p|X)r- 
tumty e*o>t.” Hi'^ tlie*ory a'^sume*s prie’e*s, and make*s marginal 
utilitie‘s and eli>utilitie*s de*pe*nd upeui the'in. The* ele*pe*neli‘nee 
we)rks out thre)Ugh the* ve)luntari>tic acejuisitive choi(H*s made 
by e*nte*rpris(‘rs among the* prie*e*-dct(*rmine*el “oppe)rtuniti(*s” 
whie'h pre*s<‘nt th(*mse*lve‘s in mark(*ts. While the ide*a of oppor¬ 
tunity e*e)st is fe)unel in the Austrian Schesd, and Davenport 
has this phase* e)f subj<*ctivisin in e*e)mme)n with tlmm, he re*je*cts 
both heelonism and the* ide*a that marginal utility is causal. 
Thus his e‘e*e)ne)mics is in imj)ortant re*speH‘ts me)re closidy relatinl 
to the* mathe*inatie*al ‘‘prie*e evonomics'' of, siiv, Casse*!, or to 
the narre)w e*xciiauge'-value te'iulency.* But his training was 
in C3assie*al de)e*trin(», se) that re'al costs and se)cial welfare were 
always spe*e*te*rs; anel he* was ne)t a mathematician. After much 
groping, he* sevms to have* falle*n back upon a non-causal entre¬ 
preneur standpe)int as being the easiest way to something 

^ Seo above, pp. 51S f. 
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definite, if not final. He made his economics consistcMit and 
“realisticby reducing it to the private pursuit of pc'cuniary 
gain. 

More Recent Theorists. —The foregoing men have becui the 
outstanding figures in economic tlKH>ry. Among tlu'in avc'H* th(' 
leaders in America until about the time of th(^ World W'ar. 
Several of them have continued active', Fe'ttcT, Fisli<*r, and 
Carver showing constructive' activity in the'ory. F. B. IIawlew\s 
work on profits, F. M. Taylor\s analysis of gene‘ral the‘e)ry, aiiel 
A. S. JohnsoiFs te'xtbe)e)k, also dc'serve mention. 

But in the troubled pea-ieul since the War, with its charae*- 
teristic development of the ‘‘Institutional appre)ach,^^ the' 
names of J. R. Cennmons and W. C. Mitche'll have' e'eane' to 
the front, and must be rece>gnize'd as outstaneling. (TIk'.m', 
and other “Institutional ee*e>nomists’’ — ne)tal)ly Ve'ble'ii arej 
discussed in the following chapte'r.) II. L. Me>e)re''s work in 
econoriiic cycles, wages, and supply anti eleanand se*h('elule‘s, is 
to be noted. 

And since the second decade of the pre'sent e'e'iitury, e'litire'ly 
new name's have begun to stanel out. Kve'ii if it we're' ele'sirable, 
it would hardly bo pe)ssible to discuss the' thenight of the'se' 
younger me*n in a geru'ral histeiry of e'e'oneimie' thought. Tln'ir 
work is t)ut be'gun. For the? be'iie'fit of the' lav re'aele'i* eir stuele'iit, 
however, it may be w('!l to pre'sent a list e)f those' yeiunge'r Aine'r- 
ican economists who, b\" the ge'iu'ral eM)nse'nt of tlu'ir traine'd 
colleagues,^ see'm at this writing to have' maele' me)st pre)gr('ss 
during the past te'n or fifte'on ye'ars te)ward ceintributing seime'- 
thing to the dc'velopment e)f the' scie'iice' e)f ece)ne)mie*s. It is 
as follows: J. M. Clark (then^ry of pre)eluctie)n, ce>sts, and sex'ial 
tests of efficiency); F. 11. Knight (risk, uncertainty, prejfits, 
and psycholejgical and philosophical backgreiunel); J. Vine'i* 
finternational trade)); F. Chambe'rlin (price) unele'r imperfe'ct 
competition); P. H. Douglas (wage's anel marginal pre)elue;- 
tivity); H. Schultz (mathematie^al price) theory). 

' The author has checked his opinions by means of a (luestionnaire sul)inittod 
to groups of older and younger economists. 
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Ainonj^ (>th<‘r> who inav ho added an^ .1. W. Angoll, J. I), 
lilack, II. (1 Jhown, M. A. (.'opolaiid, Foreman, (Iraharn, 
lIan.M‘ii, II. (i. Moulton, and Sout(*r. By**, Faireliild, and 
SlirlitcT an»* authors of notable^ textbooks. Sp^ndal work of 
valu(‘ hits IxMMi done Ijy l‘]z(‘kiel, Hotr^lling, F. (\ Mills, and 
W'orkini'. Ilomaii’s di.^rus>ioii of contemporary (X!onomic 
thouj^hl .shows analytic power. 

Such a list, how<‘V(‘r, is no final (^valuation. Published work 
i‘< our basis. Som(‘ of this work is controversial. Much has not 
yi't Ixs'u sulIiciiMitly .sustaimsl and K<*oeral. ‘^Time will t(*ll.^^ 
Activity in Specialized Branches, Applied Economics, Etc. -- 
Ihit th(‘ nam(‘s of the j^n'at Ixxly of Ain(‘rican l*x*onomi.''ts will 
Ix' found aiuon^ thos(‘ who hav(‘ writtt n .som(‘ monograph or 
article* upon ^oinc' sp(‘cial branch of econoinu's. 

On the* .sul>je‘e‘t eif me)ne>jx)lie*< anel trusts, th(*n‘ are the old(*r 
weirks e)f Pre»fe‘s>(»rs Fly, Jenk'^, anel H. ('. Aeiams. Pre>fe‘s<(>r Fly, 
in his Mtnmpttlif s <unl Trusts (1900), pre*s(»iite*d an e*arly anel 
neitable* clitssificatienu anel ar^uesl against the* iel(*a that larj^o 
capital, as sue-h, is a caus(‘ of monopeily. He* feirinulatexl a law 
e)f me)ne)pe>ly [)rie*e* as feellows*. “d'he* greater the* inte*nsity of 
custeiinary uh*, the* hi;.^he*r the* ge*n(*ral average of eceinennic 
we*ll-be*ing, anel the* ineere* re»adily we'alth is ge*ncrally (‘xpendeil, 
the* highe*r the* me)ne)pe>ly prie*e*.’^ Pre)f(*sM)r ,Ie*nks' beM)k, The 
Trust Truhh in (1000), was ne)te*wortliy feir its roncr(*te» di.scussion 
of the* waste's of e*oiu|)(*titiem anel its e*onte*ntie)n that e'apitalistic 
moneipeelie-s are* re*al. Pre)fe*sse)r .\elams, in his memeigraph on 
The Stulr in Rdntion to Industrinl Action (1SS7), he‘ld that a 
law e)f me*re*asing re’turns (*\ists whie h op(*ratt's to make* the 
indu.strie*s e*e)ne*e*rne*el ineeneipeilistic. Odiis moneigraph had a divp 
influe*ne*e*, anel eliel inue’h to l>reak de)wn laisscr fairc in theory, 
"riiis tie'lel has bex*n further de*velop(Hl by the CMarks, J. B. and 
J. M., F. .Je)n(*s, Se'age*r, and L. II. llanc'y. 

In ‘Mmsinevss organizatioiF' and ‘‘corporation finance,'^ fol¬ 
lowing the ('arli(*r weirk of M(*ade and others, A. S. Dewing h:vs 
pul)lish(*<l monumental and authoritative tn*ati.ses on Corporate 
PromotiouH and Reorganizations (1914) and Financial Policy of 
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Corporations (1925). Others to be iiKMitionod are A. L. Bishop, 
Bonbright, Gerstenberg, Ix)ugh, W. H. Lyon, Reed, and Ilanc'y. 

In the monetary field, Dunbar, J. F. Johnson, Laiighlin, F. A. 
Walker, and White (ail deceased), and I). Kink'y and W. A. 
Scott, are well known. Of these, C. F. Dunbar and J. L. Laugh- 
lin made the most considerable contributions. More recently, 
B. ^I. Anderson, KemmcTer, Moulton, and Sprague, have 
stood out. In banking and bank cnnlit, the development 
of the credit econonw and the (establishment of the FcHh'ral 
Reserve SystcMu have brought out siiuM' 1910 good tc'xtbooks 
by Agger, Holdsworth, Phillips, R(hm 1, RufiMKU*, StcaiK'r, W(‘st(T- 
field, and Willis. The work of P. M. Warburg (on l']urof)ean 
discount syst(ems), H. P. AVillis, R. B. W(\st(Tfi(eld, and B. II. 
Beckhart, is outstanding. F. Jvscher and H. G. Brown write 
well on foreign exchang(\ 

In public finance, S<‘ligman, H. C, Adams, and Bullo(‘k have 
been mo.st noteworthy, and Hollander has aLo done' important 
work in this field; Dani('ls and PhJm have written t(‘xts; Lutz 
and H. Lyon have made more rcex'iit contributions. S('liginan’s 
works on taxation appear in s('V('ral language's. 

In the transportation fi(^ld, Iladh'y, Iv R. Johnson, B. H. 
^leyer, and W. Z. Riphw had Ix'fon' 1910 (‘arm'd pc'rmam'nt 
recognition. Since th('n, (‘ontributions hav(‘ l)('('n made by 
W. J. Cunningham, Dagg('tt, Dani('ls, Dixon, Ilamw, G. IIu(*l>- 
ner, FI Jones, Sharfman, and Vanderblue. 

Commons, T. S. Adams, and S('ag('r hav(.' just fame' as c'arlif'r 
writers upon the economics of the labor probh'in. Bi'ginning 
about 1920, came in rapid succe.ssion a considc'rabU' list of mc'r- 
itorious works on “the labor probk'm,” including books l)y 
W. E. Atkins, Barnett, Carlton, Douglas, Groat, Hoxi(', Pe^rl- 
man, G. P. Watkins, and Wolman. 

The study of business cyclers has been vigorously pursued, 
and to the older works by K. D. Jones, Burton, and Hull, have 
been added the more searching analyses of Mitch(}ll, Moore, 
J. M. Clark, and Hansen. B(OTidg(^, A. B. Adams, W. M. Per¬ 
sons, Snyder, and Haney have done useful work. 
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If \v(‘ foH'Ko the montion of work done in such other fields 
as agricultural economics and marketing/' it is only because 
it has on the whole b(>en h^ss closely associatcni with general 
economic principl(\s. 

Nor is (‘conomic history slightc^d, as monographs too numerous 
to mention att(‘st. Th(‘ most notabh? works are Dewey's Finanr 
dill Ilhtorif of the IJniieil *S7u/c,v (1903), Taussig’s Tariff History of 
the United *S7u/c.s (1901), Hammond's The Cotton Industry (1897),* 
Noyes' Thirty Years of Amcriean Finance (1898), C. Day's 
History of Commerce (1907), and MitcdH^ll's Gold^ Prices and 
W ages umler the (ireenback Standard (1908) and History of Green-- 
backs (1903). Prof<‘.s.sor 'Faussig's Tariff History^ in which a 
modifi(‘d protection is advocat<Hl, has had con>id(Table in- 
flu(Mic(\ Hooks on th(‘ g(*neral industrial hbtory of the Unitcsl 
Stat(‘s \v(‘r(* fir^t writtcMi by Holler, Wright, ('oman, and Bogart. 
'Fhese hav(‘ Ixhmi followtsl by the works <)f Jennings, FaulkmT, 
and Lippincott. V. S. (lark has contributcHl a scholarly History 
of Manufactures in the United States, K. E. Gay's work in gen- 
(‘ral cronomic Instory is worthy of note. 

A hopeful sign as to the future significance of m)nomic.s, 
apparent in .\m<‘rica, as in Europe*, is the (*mploym(‘nt of econo- 
mi'^ts by the gov(*rnment. As early as 1893, Professor Eolwell 
could say l)(*f<jre tiu* American Economic Assoriation: “We 
s(H*m alr(*ady to havt* imuh* .some impn*ssion on the public. 
()n(‘ of our m(*ml>(‘rs has Ihm'u callinl to assist in framing a .system 
of taxation; a .s('cond to assist the national railway commission; 
a third to give t<‘stimony in a case involving municipal owner¬ 
ship of gas works." - 

This t(*nd(*ncy gr(*w. Among the earlier economists, men who 
did notable* work an* H. G. Adams, formerly of the Bureau of 
Statistics and Accounts of the Interstah* Gommerce C\>mmis- 
sion; J. W. Jenks as agc'iit for the United States Industrial 
Commission (1899-1901), and sjx'cial commissioner for the War 

* Amor. Kron. Assoc. Puhs. 

* Ihui.t VIII, pp. .‘ll-.'CJ. The men ao eniploywl were, respectively, U. T. Kly. 
H. 0. Adams, and E. W. Bemis. 
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Department to investigate curreney, labor, etc., in the Orient; 
W. F. Willcox as census statistician; C. P. N(*il in the Bun^au 
of Labor; Hollander in adjusting Puerto Rican finaiici'; B. II. 
Meyer, fii*st as head of the Wisconsin State Railway (Com¬ 
mission, then as a member of the Interstate CC()inmerc(‘ (Com¬ 
mission; E. D. Durand in the Bureau of (Corporations and later 
heading the CVnsus Bureau; Francis Walkc'i* iis (*(‘onomist to 
the Federal Trade Commission; T. S. Adams in Fcnhu’al taxa¬ 
tion; and H. P. Willis in connection with the Ftnh'ral Rcscutc* 
System. Then the World War greatly inen^ased th(‘ gov(‘rnm(‘iit 
service done by economists. Finally, tlu' radicalNew Deal ad¬ 
ministration called many (mostly the young(‘r or h'ss cons(‘rvat i\*(' 
ones) to Washington. In fact, in Am(‘ri(‘a it is (juit(‘ g(‘Merally th(‘ 
case that academic economists have had exp(a-i(‘n(‘(‘, as (‘xpea t or 
executive, in some branch of governiiKait s('rvic(‘, St at (' or F(*d(‘ral. 

Some Summary Observations. — At the beginning of the 
twentieth century, it could b(‘ said that Amiaacan economic* 
thought was mostly an eclectic mixture of (1) the* ideas of the* 
Austrian School and J. B. (ciark with (2) the* lOnglish (classical 
and Neo-Classical economics of Mill and Miirshall, somewhat 
tinged by (3) the remains of the prec(*dmg IIistorico-J‘]tliical 
movement of the eighti<\s. 

With the great d(*v(*lopment in corporate* industry, and in 
accountancy and statistics, there came* a growth in “busiiic'ss 
economics’^ and commercial’^ .subje'cts. At the* same* time*, 
and doubtlc'ss ce3nnectf*d thc*re‘W’ith, the* te*nde*ne*y te)warel *'prie*e 
economics” set in, with such dive*r.se* but re‘late*el maiiife'.statieins 
as Davenport’s enterpri.se e*ce>ne3mie*s and Fishe*r’s mathe‘matice 3 - 
accounting econejmics. This tendency was fae*ilitate*d by a re*- 
vulsion against the marginal utility anel marginal jireiductivity 
analysis. Very .soon, there^after, but acce‘ntuat(*d by the* World 
War, “welfare (economics” and “Institutiemali.sm’’ be*gan to 
grow, based on the thought of such m(*n as J. A. IIc)bson and 
Veblen, and aided — in different ways — by (Vmimejns and 
Mitchell, and by Fetter’s redaction fre)m he*de)nism and price 
economics. (The typical underlying philose)phy and p.sychole3gy 
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of tli(» i)(‘()|)l(* n*sp()ii(l(‘(l to William Jam(*s and Hergson, and 
volitionalism and “hchaviorism’^ afT(‘ctt‘d oconomic thouf'ht.) 
"I'his |)lias(‘ may Ik‘ rr^ardcd liti a reaction from the preceding 
^^pric(‘ c'conomics’* j)liase. 

In ord(?r to iiiid(‘r.stand American economic thought, it Is 
n(‘c(‘ssary to reiii(‘ml)(‘r that volitionalism and a sul)j(*ctive 
idealism have ht'cn tli<‘ pn^vah^nt imd(*rlying tendencies in 
Anuaica. Tin* lypi(‘al “AmericaiU' ti rids t(> belii^ve that “man’' 
can con<|uer “land," (‘ither individually or coll(‘ctively (through 
institutions). Ih* t(*nds to r(‘Volt against the n‘ign of law. Ac¬ 
cordingly, Am(‘rican (‘comanics has thus far tend(‘d, whim left 
alon(‘, to l)n‘ak down eith(*r into “price economic.s’' (which 
avoids th(‘ issuc)> into a socio-<‘thico-institutional “welfare 
(‘conomics." 

Th<‘ American sjiirit is as restl(‘ss and inquiring as the Ger¬ 
man; hut it is mor(‘ empirical, and lc*ss jdiilosophical. It is as 
optimistic as tin* French; hut is mon* id(*alistic, and l(*ss suh- 
mi''si\*c to th(* rule* of nature^. It is as practical as the laiglish; 
hut is mon* radical, and less (‘inpirical, ohj(‘ctive, and utilitarian. 
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VEBLEN AND INSTITUTIONALISM' 

Institutional Economics, so called, is a phenomenon of the 
twentieth century. There have always Ixm'u e(*on()mic thinkt^rs, 
who have taken an “institutional approach,^' and it would he 
hard to find any new ideas among th(» Institutionalists; hut the 
seed for a new crop of “institutionar^ id(‘as was planted .ahout 
1899, in the shape of Vehlen’s Theory of the Leisure ('Uis.s. It 
began to mature about 1914, when th(‘ same author\s Instinct 
of Workmanship appeared, and three ycairs liit(*r, oik' scission 
of the annual meeting of the AmiTican hleononiie Association 
was largely devoted to a discussion of “Th(‘ Institutional 
Approach to Economic Theory.^^ 2 ;M(»anwhil(*, the ideas of th(^ 
sociologist, C. H. Cooley, concerning the natiin^ of society and 
social processes, were attracting athmtion and w('re a factor in 
shaping Inst it ut ionalism. ^ 

After the World War cataclysm, came* the dt'pression of 1921, 
and Vehlen\s The Engineers and the Trice System. K. (1. ''bugwe*!! 
soon edited The Trend of Economies (1924), in which a group, 
mostly young men having coniu'ctions with (’oluinhia, Harvard, 
or Chicago Universiti(*s, expr(*.ss(‘d th(‘ir ideas. Finally, inten^st 
in Institutionali.sm came to a head in the d('pr(\ssion of 1929- 
1933. The American I^conomic Association devoted a session 
to “An Appraisal of Institutional Economics'' in 1931. T(*xt- 

* See J. Dorfman, Thorstein Vf hh-n anti //is Affurira (l‘Ki4); Arnrr. Kcnn 
Rev., Vol. VIII, supplement, pp. .SOa-329 (191H), ami Vol. XXII, no. 1 (llKM); 
R. G. Tugwell (I’M.), The Trmtlof Economics (19.34), P. T. Homan, Contcmfxmirff 
Economic Thouoht (192S), chapters on Veblen ami Mit(*hell; 10. M. nurns. “Insti¬ 
tutionalism ami Orthodox Economics,” Anur. Econ. /icv., XXI, p. SO, J. II. Com¬ 
mons, “Institutional Economics,” i/nV/., p. 64S. 

* W. H. Hamilton, .1. M. Clark, W. W. Stewart and W. F. ORburn, pre.scnted 
the case for Institutionalism. F. A. Fetter, H. M. Anderson, and L. II. Haney 
were amon^ the critics. 

® Cooley wrote Social Organization (1009), and Social I^roccsa (1918). 
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books on Evonomiv Behavior * and on Modern Economic Society 
a|)p(‘ar(Hl. By 19II3, F. 1). lloos(‘V(*lt bad l)(*c()in(‘ Pr(\sid<*nt of 
tin? Unittni States, and brought with him to Washington as 
adv'soi*s s(*v<‘ral adhonaits of th<‘ ''Institutional Approaoh/' 

Tho " Now Deal,” as th(‘ Il<josov<*lt aflininistration came to 
bo (*all(‘d, was gr(‘atly infliKaiood by Institutional Kcononiios. 
It may Ix' olassod as one of th(‘ outKtanding oasos in which 
a school of (‘conomic thought has lH*on closely ass(x*iatod in 
a direct and practical way with government. 

Ill short, "Institutional Economics,as luTc* tn‘ated, is essen¬ 
tially an American product. Although it might hav(‘ devehjped 
without him, it was Iarg(‘ly iidiu<*nced b^' tlu‘ thought of Thor- 
st(‘in \’el)l(‘n. Although a inost entir(*ly a movement in acadt*mic 
thought, It has had gr(‘at intlu(*ncc on gov(‘rnm(*nt policio.s in 
th(* Fniti'd Stat(‘s and tluu'efon* (‘Isew luTi*. 

General Nature of Institutionalism. - W'aat, then, is Insti¬ 
tutional J lconomics? Many (htTercnc<*s may bi‘ found among 
thos(* who are hroadl}' class(‘<l as institutional (economists, 
but the following stat(‘in(‘nt of th(‘ir agr(eem(*nts is illumi¬ 
nating; 

(1) Th(\v believe* that group "Ix'havior,” not price, should 
lx* tli(* c(*ntral th(*m(* of e(*onomics. 

(2) 'rh(*y r(*cogni/.(* that human lH*havior is (*onstantly chang¬ 
ing. and that (*conoinic g(‘neralizations should 1 h* relative to 
tinii* and jihux*. 

(iU Th(‘y emphasize custom, habit, and law, as modes of 
orgam/ing (*conomic life. 

(1) 'riu'V hold that important motiv(*s which influence in¬ 
dividuals cannot Ik* m(’asur(*d. 

(5) Th(*y ass(*rt that maladjustm(»nts in economic life are not 
to b(‘ regard(*d as d(*])artur(\s from a normal oi^uilibrium, but 
are thoms(*lv(»s normal, — at h'ast under existing institutions.® 

In this stat(*m(*iit, we si*e negative and positive sides, although 

* Uy .Atkins, iMlwards, and Friedr.rh. 

* Hy S. II. Slirhtcr. 

* Thirt Htat<Min*n( in hiiJX'd npon hat made by Professor Willard E. Atkina, 
Attu'r, Kcon, Uic., V\)l. XXI1, no. 1, p. Ill (1932). 
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the negative predominates. We see, first, a rejection of attempts 
to formulate laws deduced from human motives, and of the 
whole scheme of normal equilibria so highly developed, for 
example, in Marshall's thought. The “price system" economics 
would be abandoned. We see our old friends, the doctriiu; of 
relativity and the emphasis of hal)its and customs as elements 
in human choices. We see, secondly, more positive suggi'stions 
of “economic generalization" to be bascnl upon uniformities in 
“institutions" (habits and laws), and looking toward an or¬ 
ganization of economic life without r('f('r(*nce to eny theory of 
normal equilibrium. 

It can be said without qualification that all the “institutional 
economists" regard human motive's as largely instinctive', and 
criticize those economists whe) n.'^sume ratie)nal se lf-inte're'st as a 
dominant me)tive. All ce'ute'i* attemtie)!! upe)n the' institntie)n 
(habits, customs, legal fe)rms), re'garding it as the' e'hie'f fa<-te)r 
in governing human behavie)r. Both the' institutie)n anel be¬ 
havior are regarded as pha.M's e)f an evolutie)narv prex'e'ss, but 
the changes in the twe) are e‘e)nsielered as ne)n-synchre)nous. 
Accordingly, there is a t('nde‘ne*y te) see' a ni'e'd of e'linunating 
maladjustments and clashes e)f intere'st, and the‘re‘fe)re' te) ael- 
vocate sejcial control ov(*r institutie)ns. 

This last tendency, lujwe*ver, sugge'sts an impe)rtant line' ejf 
cleavage in “Institutiejualism." Some* institutie)nal e*ce)ne)mists 
are content te) analyze and de'seribe' (‘cone)mic life', me'ie'ly pe)int- 
ingout the maladjustrne'iits which they may se'Ci. Othe'rs pre)mptly 
carry their findings into sugge'.stions for action, and ce'iite'i* In¬ 
stitutionalism around what thejy refer to as “the pre)l)le'm of 
control." 

The foregoing difference in attitude, toge'ther with re'latexl 
differences, probably warrants us in distinguishing twe) ge‘ne*ral 
groups of Institutionalists: (1) The older or more) ne*gative 
group, including T. Vcblen and W. C. Mitchell; (2) the young(*r 
or more positive group, including W. H. Hamilton, R. (i. Tug- 
well, W. E. Atkins, S. H. Slichter, and A. B. Wolfe. Professe)r 
J. M. Clark is in sympathy with much of the “institutional 
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a[)proacli,” hut comhines a loaning toward social control with 
good work along Classical lines. 

Professor John R. (.'ornrnoiLs,* while clearly an lastitutionalist 
of a sort, ant(‘dates \'(‘hl(*n in the formation of hLs thought bent. 
If V(*l)lea and most otluT Institutionalists may l)0 thought of 
as ‘Lsoeiological,” (JornmoiLs may \h^ thought of as “legal,” since 
h(' d<‘als chic'liy with such h‘gal concepts and forms as ]>ropcrty, 
the corporation, and r(‘asonahle valu(\^ His thought affiliations, 
how('V(M', suggest placing him in tlu‘ group which seeks “con¬ 
trol.” 

The first group criticize the “value economics,” but see little 
if any ])ossibility of a science* of <‘conomics. They incline to 
reganl man as largely, if not entirely, an irrational bundle of 
iiLstincts and habits, 'riiey confine themselves largely, if not 
(Mitirely, to d(‘scribing institutions ami instincts, and their evolu¬ 
tion, .s(*tting up no goals. They woulil let .social evolution take 
its coUix*. 

The second group, on tlu* contrary, seek to replace “the old 
economics” with a new “evolutionary” science. They are 
logically forc<*d to make mon* place for reason; for, seeing 
“control” tlirough institutions as the great problem, they 
accej)t th(* task of appraisal and of setting up social goals. They 
would din*ct social (‘volution! ^ 

There is thus a considerabh* r(*s<*mi)lan(X' Ixdwt'en the Amer¬ 
ican Institutionalists of tlu* 1914-193(m?) iHU'iod, and the (Vr- 
maii Historicists of tin* IS48 -1S72 |KTiod. Without attempting 
to |)oiut out similariti(*s in the troubled times which character- 
iz('d both pcM’iods, we note fii*st that Ilistoricism in general has 
n\s(*mblanc(\s to Institutionalism in general. Both emphasize the 
importaiKM? of the institution, and stress the principle of rela¬ 
tivity. Both emphasize change, and evolution of some sort. 

^ LfUal Foundations of Capitalism (1924); Institutional Economics (1934). 

* In hi.s Institutional Kconmnics (p. 4), ('ommons. in n^forriiiK to intanKible 
property, 8tute8 that Vel)len’s notion of such property led him to “the Marxian 
Kxtortion and Kxploitation.” lii8 own notion loads him (C'omraons) to "the 
common>l.*iw notion af reasonable vahie.’* 

* Naturally it is this Kroup which intluenccd tho policiea of the "Now Deal” 
under K. 1). Roosevelt's adminUtration. 
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Both vigorously attack the Classical economics on the ground 
of its dogmatic deductions from abstract and unreal assump¬ 
tions, and especially its “mcchanicar’ individualism and self- 
interest motivation. Both seek realistic descriptions of human 
behavior. The Austrian School attacked the Historical School; 
the Institutionalists attack the Austrian! 

The difference is that the Historicists were more largely 
interested in the question of logical method. They were also 
more ready to accept the existence of positive economic law 
in a provisional way, and for a given time and place. They, 
on the whole, had less of an idea of evolution in the Darwinian 
or Spencerian sense. In these respects, at least, the Institution¬ 
alists differ from the Historicists — to say nothing of the 
Veblenian terminology. 

But even the distinction made between the olderand the 
‘‘younger” groups points to a similarity. The older German 
Historicists were, like the older Institutionalists, less confident 
of revolutionizing economics and establishing a new science. 
They were also less given to reforms than the “younger” ones. 
And the “younger” groups in both schools at first sought to 
establish a new economics, and became associated with social 
reform movements. This similarity should not be overworked; 
but it has its significance. 

Veblen. — Thorstein Veblen ^ (1857-1929) was an eccentric 
person of great erudition. Interested primarily in philosophy, 
psychology, and sociology (especially ethnology), he was so 
impressed with the shortcomings and errors of the economists 
of his day, that he chose to write chiefly on matters pertaining 
to economics. He taught in the departments of economics of 
several American universities. 

Economics, he held to be fundamentally unsound. He at¬ 
tacked it primarily, though not solely, upon two grounds: its 

^ The Theory of the Leisure Class, 1899; The Theory of Business Entfrprise, 
1904; The Instinct of Workmanship and the State of the Industrial Arts, 1914; 
The Vested Interests and the Slate of the Industrial Arts, 1919; The Engineers and 
the Price System, 1921; Absentee Oumership and Business Enterprise in UecerU 
Times, 1923. 
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hedonistic psychology, based upon the pleasure-and-pain cal¬ 
culus; and its assumption of a ‘^meliorative trend,whether 
based on diviiw^ guidance or a harmony of self-interests. Both 
attacks are almost as old as economics. Many others had 
criticiz(id optimism, nature philosophy, etc. Veblen, however, 
usually develops a peculiar terminology, and a part of his 
prestige comes from a cult-like use of words. 

He conceived of an “evolutionary economics,^' although, with 
a characteristic touch of cynical irresponsil)ility, he seems to 
have doubted its possibility. that as it may, he produced 
an analysis of instincts and institutions, the e.ssential features of 
which appear in The Instinct of Workmanship, which others 
hav(' sought to mak(* the basis of a new economics. Stripi>ed of 
Veblen’s terminology, the idea is that a few characteristic 
human i)r('disposltions, or “instincts,condition and determine 
man^s survival and d('V(‘lopnumt, and ])lay a predominant part 
in his current life. (Physical environment is mentioned, but 
plays little part in tlu' di.scussion.) 

But reason, which provides the means that implement in¬ 
stincts, gives rise to exp(‘dients and adaptations which become 
fixed as habits or customs. These are “iiLstitutions.'' These 
persist, and hy cumulative growth become a large part of man's 
environment. Veblen's thought is therefore centered upon the 
institution, its origin, and evolution, and its reaction upon man. 
It may suppix'ss or even modify instincts. 

Thus institvitions may and do fail to kt'op in adiustment with 
current ('xperienci*. A “cultural lag" results, with strains and 
claslu\s of intere.st.^ 

The chi(*f ('conomic institutions, to Veblen's mind, are prop¬ 
erty (which he a.ssociates with ac(|uisitive and predatory activ- 
iti(‘s), and technological mi'thods (which ho associates with 
production proper). In th<\s(‘, economic life, regarded as a 
procH'ss, centers. Originally, technological information was o^xm 
to all, he a.ssunu's; but as the industrial arts develop, production 
comes to (‘XC(‘ed iu‘cessities, and projx'rty rights are then used 

* Cf witli Marx, ulK)ve p. 4^7. 
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by predatory groups to enable them to seize the surplus and 
live in leisure. Self-interest then clashes with the common good, 
and personal, money-making motives dominate im])orsonal 
motives to ‘‘effective serviceability.'^ “Futile effort" grows at 
the expense* of “effective work." 

Machinery comes under the control of moneyed interests, 
who run industrial establishments as absentee owners, making 
profits by restricting production and price fixing, and by finan¬ 
cial manipulations in which credit plays an increasing ])art. 
They overcapitalize, in anticipation of speculative earnings. 
Business crises are a result. 

A fundamental class conflict exists: the conflict of interest 
between all who work in a socially productive way and all who 
live acquisitively and who, though directing the technique of 
production, constitute the “leisure class." ^ 

Veblen sees life as endless change, with no known begin¬ 
ning and no known goal — and without any stopping points 
which can be regarded as worthwhile levels of eejuilibrium. 
He was greatly influenced by the Darwinian idea of evolution 
and by biological research (e.g., that of Loeb). 

While, therefore, his thought has resemblance to that of 
Marx, he did not, like Marx, have the Hc'gelian notion of a 
thesis and an antithesis, with a final synthesis in the shape of a 
definite set of social institutions. 

Other Institutionalists. — W. C. Mitchell, who knew Veblen 
well, also stresses the irrationality of human action, and ac¬ 
cepts “instincts" — perhaps meaning habits — as the prime 
movers and determinants of human ends. lie thinks of econom¬ 
ics as the study of human behavior, embracing all sorts of con¬ 
crete-historical research as well as theoretical work. He stresses 
statistical research, and is well known for his painstaking studies 
of “greenbacks" and “business cycles." 

In his presidential address before the American Economic 
Association, he said in 1924: “If our present beliefs are con- 

^ Compare the three preceding paragraphs with Marx’s views as outlined on 
pp. 487-489, above. 
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firm(*cl, that the human nature which men inherit remains sub¬ 
stantially the same over milh^niums, and tliat the changes in 
human lif(? are due mainly to th(‘ evolution of culture, econ¬ 
omists will concc^ntrate their studi(\s to an increjising degree 
upon (H'onomic institutions, — tlui factor which certainly admits 
of change* and perhaps admits of control.” ^ The ^^if ” and the 
‘‘perhaps” are characteristic. 

Aside from monographic studies alxnit particular “institu¬ 
tions,” how(*ver, it remained for youngc*r men to attempt to 
found the “(*volutionary science” dr(‘amc*d of. W. II. Hamilton 
eompil(*d a case* l)e)ok for te*aclu*rs, and made a study on the 
control of wage's.'-^ R, (1. Tugwe*ll e'dite'd a .series of theoretical 
e^ssays by .sym])athi/e*rs with the? “institutional appre)ach,” 
and as joint author pul)li.she*el a survey e)f American e‘conejmic 
life* and the* nu*ans e)f its iinprove*me*nt.^ Finally in 1931, came 
Atkins’ (anel othe*rs) Economic Behavior, anel Slichter’s Modern 
Economic Societjf, l)e)th te*xtbe)e)ks which atte‘mpt a re^state*ment 
of (’ee)nomie's from the* pe)int of vie*w anel aeee)reling to the* method 
of Institutionalism. The* forme*r deliberately e>mits di.scu.s.sion 
e)f the* ele*te*rinination e)f value anel distribution according to 
utility anel e*e)st, hut “ele*.scribe*s” bu.sine*ss e*nterpri.se, .savings 
habits, anel the* l)e*havie)r e)f l)uye*rs and .se'lle'rs. The latter 
enele*ave)rs te) “re*state* e*ce)nomie-s” as a de*.seriptiem of the “rexil- 
itie*s” e)f ine)de*rn inelu.strial activity, giving large space to 
me)ne)pe)ly anel to {Hiblic authemty, and e'liding with the “sug- 
ge*.stie)n” e)f a Natie)nal JOcemomic Council for planning and 
.stabilizatie)!! of busine*.ss. 

Appraisal. — Rut even if such matters deserved full treat- 
me*nt in a ge*neral history of tvonomic thought, the purpose 

' Amrr. Kcon Rvi\, Vol. XV (1925). .\t timesi Mitohell scorns to lean more 
decidedly toward the more ])o.sitive “control” group. In Tugwell’s Tntui of 
Erniiornirs, he says: “In economics aa in other sciences we desire knowlotlge 
mainly as an in.strurnent of control. Control means the alluring possibility of 
shaping the evolution of economic life to fit the developing purposes of our 
race ” (p. 25). 

* CurrvtU Economic Problems (1914); TAc Control of WdQcs, Hamilton, W. 11., 
and May, S. (192.‘1). 

•* The Trend of Economics, e<lited by U. G Tugwell (1924): Atnerican l^coneonic 
Life, Tugwell, Munro, and Stryker (1925). 
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here is merely to paint a picture, with local color and typical 
details sufficient to convey a general impression of th(' “Institu- 
tionaU' episode. With the doubtful exception of \'(‘blen, no 
one taking the strict ^‘institutional approach^' has added any¬ 
thing material to the body of economic scit'iice. The position 
again resembles closcdy that of the Historicists and such early 
institutionalists as Richard Jones, Leslie, Toynbee, and John 
Kao. Valuable criticisms have been made, which may have 
somewhat modified the course of economics. Wortlnvhile 
descriptive studies have been embodied in monographs, l^ut, 
though proposals looking tow^ard a new “evolutionary eco¬ 
nomics^' are announced, these remain as proj(»cts. Aft(*r all, 
w’hat in their thought is not negative, is eitlu'r not luwv, or is not 
economics in any generally accepted sens(‘. Until the “institu¬ 
tionalists" produce their Adam Smith or tlu‘ir Ricardo — or 
even their von Thiinen or Jevons —, it will be grossly out of 
proportion for the historian to dw^ll upon their names and 
works. In economic thought, this is not a day of Ix'ginnings. 

As critics, the Institutionalists hav(^ doiK^ good work. N(‘ga- 
tively, they have reinforced the valid criticisms of Classical 
Economics, and have brought them home to Neo-Classicism. 
They have exposed, in others, various unreal assumptions and 
an excessive use of abstract-deductive methods, and tlu'y have 
demonstrated the limitations of economic “laws." Positively, 
they have emphasized the part playt'd by the institution, have 
presented useful analytic descriptions of institutions, and have, 
by demonstrating the importance of irrational motives, cor¬ 
rected an imperfect construction and use of demand and supply 
schedules. Their emphasis of evolution, and the relativity of con¬ 
temporary culture, if not new, was needed, and has been helpful. 

What, then, as to constructive work? Economics has been 
developed as a body of laws which can be definitely and posi¬ 
tively formulated. These laws are mostly “provisional" and 
subject to the assumption of “given conditions"; but they are 
none the less scientifically valid, and are practically useful. 
What would the Institutionalists put in its place? 
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Among the \v('akn(‘s.s(‘s of Institutional thought, with especial 
reference to V(4)l(‘u and his follow<‘rs, w(i may list the following. 

It contains el(‘m(‘nts of abstractn(*ss, and makes unreal as¬ 
sumptions, which render it unsatisfactory to the scientist. It 
begins with the assumption of certain “instincts,^^ and reduces 
man (‘Miuman behavior”) to these, and certain “habits.” The 
Institutionalists do not and cannot proven that their kind of 
“economic man” is real. “Generic instincts” — largely man 
himself — are suppos(‘d to remain unchanged, after l>eing fix(‘d 
thousand of yc^ars ago. Their economic man is assumed to have 
a tavste for “<‘fT(*ctive work” and a distaste for “futile efforts.” 
This “originally” simple creature naturally (Vebkm would say 
“geiK'rically,” or use some other just-as-good word — perhaps 
“tr()])ismatically”) is led by the unseen hand of instinct to 
])refer the common good! 

With a vicious abstraction, they ignore or slight r(‘fl('ctivc 
choice and much of s(Mitiment. 

There is much naive' (iuestion-l)egging in the use of words, 
such as “eff(‘ctive,” “s(‘rviceable,” “workmanlike,” “futile*”; 
and there is eve*n some talk of the “purposes of our race.” IIe)w 
de) the*y know the criteria of “effectiveness”? What purpose 
lies in iinjnilse^s and habits? 

Much of the Institutionalists’ thought leads to the adoption 
of the te*st of “survival.” This is not only a strongly materialis¬ 
tic conce'])t, but is vagu(^ What is “survival”? Is one survival 
as significant as ane)the*r? 

Vebl(*n, at least, is full of a Veblenescjue hedonism, which 
runs, ne)t in te'iins of plexisure and pain, but in terms of “e*flfec- 
tiveness” and “futility,” and which works, not rationally, but 
irrationally — though just as mechanically, it would seem. 

With much abstraction and unreality, their thought naturally 
contains important deductions which cannot te verified. Thus 
they sometimes (not always) reason from early evolutionary 
stages to contemporary institutions. It seems as erroneous, 
however, to seek the significance of existing culture by reference 
to early customs, as it is to take what we find around us for 
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granted without any historical study. There is danger that the 
signijicance of esvistiug institidions ivith reference to existing lifCy 
may be overlooked. Kvon a i)rocoss of ^^rationalizations^ may be 
justified, and it certainly must be explained. The test of sur¬ 
vival is a two-edged sword. 

Tacitly, they often assume that present conditions are un¬ 
desirable or bad, and this for “reasons which tlu^y arrive at by 
a process of deduction. They assume that “institutionsS^ are 
the cause, and that by changing th('m, the conditions can be 
remedied. They, in short, are homeopathic and empirical. But 
evidently there underlies all this, a premise to the effi'ct that 
they know what changes to make, or that they can find out by 
“the experimental api)roach” —either that, or the assumption 
of a contingent “meliorative trend/^ to be made effective by 
removing certain obstacles. 

By their exaggeration of endless qualitative change's, they 
seem to be (*stopp(‘d from sec'king positive laws; and )>y tlu'ir 
acceptance of no goal, they should be estopped from formulating 
normative taws. A goal-lejss evolution sec'ins to lead to a vsort of 
laissez faire — let institutions evolve! It seems to provich' no 
basis for stopping and dealing with conditions as they are now 
and now, and oik' can understand Profi'ssor Slichter\s lana'iit, 
that he must always be behind his “Modern b]conomi(! Society.^^ 
If they “reconstruct economics in tiTins of contemporary cul¬ 
ture,” they will ('ver be historians! 

Their thought suggests a sort of “kiiu'inatics,” to the exti'iit 
that tlu'y conclave of economics as dealing with ever moving 
bodies governed by no causal forces and ti'nding toward no 
equilibrium. They can undertake to describe life in such tc'rms 
(although the reality of the description may be doubted), but 
they cannot explain it. Thus they not only deny the validity of 
economic laws, but some of them deny the existence of such 
laws. 

If, however, they undertake to ascertain laws of change, as 
some of the talk about “evolutionary economics” suggests, they 
will either fail as the earlier Historicists failed, or will d(jveh)p a 
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N(H)-Classieism of thoir own, with “normal” rates of change, 
and e(|uilil)ria among (ivolving forceps. 

The r(‘lalion bidwecm “instincts” and “reason,” and the part 
played by “institutioas,” are not all cl(‘ar. And what about the 
physical environment? The Institutionalists either assume 
certain innat(‘ emotional t(md<Mieu‘s or tluiy accept “b(‘havior” 
as th('y s(‘(‘ it. Th(‘S(i assumed el<*ments in man determine either 
goals or goal-l<‘ss chang(‘s. But som(‘how, “r(‘ason” creeps in, 
and “contaminates” instinct. 

Now if r<‘ason can do so much, why not more? If iastincts, 
])hysical (UivironnuMit, and “reason” remain constant, why the 
endl(‘ss change*? Above* all, why the fatal “^cultural lags”? Why 
doe\s re'ase)!! not k(*e‘p an aeljustnH*nt and pre^ve'iit malaeljust- 
m(‘nt? Why dea's the “institution” b(*ee)me‘ a sort ejf Franken- 
ste‘in? 

Something e)f the*se elifficulti(\s is seen in the attitude te)ward 
“expe*rinie*nt ” and “e‘e)ntrol.” The* young(*r or me)re i)e)sitive 
Institutie)nalists put e*e)ntre)t in the cent(‘r e)f the‘ir sch(‘me, and 
the*n pr()e*e*e‘el te) e*xpe*rime*nt! Th<*y re*garel ia<titutions as agen- 
cii's e)f e'e>ntn)l, but lae*king any principle*s bas(*el em e*ausal force's, 
and i)re)f(*ssing ignorane-e* or une*(*rtainty as Xo ge)als, they do not 
kne)w how te) e’ontrol. Tlu*y say we w ill e‘xpe*riment! 

But he)W’ e*an th(‘y t(*ll wheai an ex])eriment has succeede'd? 
What are the*ir e*riteria of sue*e‘e*ss? We find no answ'(‘r. The 
te*st e)f te'e*hne)le)gie*al ('ffici(*ne*y nu*r('ly l(‘aels te) the* futilities of 
“Te*chne)e*rae*y.” A se)rt e)f planle'ss planning is the result, with 
the* law e)f supply anel ele*nianel elefe'ating experiment after 
ex|)e*rime*nt. 

He)W' elo the*y kne)W' what institutions are “goexl” and wdiat 
are “bael”? And he)w^ ele) the*y know^ that iiLstitutions arc the 
cause e)f e'vil — rathe*r than “iastincts”? 

Thei le)gical difficultie's in which they finel themselves involved, 
drive them te) take the emphasis off “instincts,” in any usual 
sense of that te'rm, and to re^garel them as virtually replaced by 
“institutions” define'd as sexial habits. This se'cms to make 
their logic more consistent, but more meaningless, and it leaves 
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their sort of “economic man” so denatured and unreal that 
he cannot stand up. 

In fact, their quest for “instincts” that will not destroy their 
institutional experiments, leads them to talk of “the social 
innateness” of instincts — instincts “conditioned by culture” — 
in a way that indicates a tendency toward an organismic concept 
of society, a “social mind,” and all the errors and unn'alities 
which such thought has always revealed, whether in Roman¬ 
ticist Nationalism, in Socialism, or in static marginalism.^ 

Any control through institutions, which they assume to be 
ever “lagging,” must cither be futile, because too late, or be 
limited by the weakness of reason — the lack of principles and 
plans. Any reasoned plan must rest upon the assumption of 
(1) uniformities, and (2) a goal or objective. It involves the 
concept of either an equilibrium or a norm. 

In specific criticism of Veblen as a contributor to economic 
thought, it can be said that mostly he presents old criticisms 
in new words. In so far as his words express his ideas, his “in¬ 
stincts” are poetic rather than scientifically determined. His 
analysis of the economic system of his time was, at best, but 
partial, failing to describe and analyze it adequately in the light 
of the contemporary culture. He makes such abstract assump¬ 
tions as that “workmanship” is always equivalent to the 
“common good,” and that property and money and profits are 
not conducive to workmanship. He works up to the idea of an 
inevitable class conflict, and then lacks the powers, or the sin¬ 
cerity, to deal with it. 

Implicit in his thought, as in that of some of the other Institu¬ 
tionalists, is a glaring failure to see the significance of objective 
economic values, as a means of balancing human desires and 
aversions (utility and cost). The whole episode of “Technoc¬ 
racy” illustrates this, and the talk of an “economy of abun¬ 
dance ” which arose involves a conflict of terms. Technological 
production must be governed either by (1) individual choices 
and the relative importance of things as determined in “mar- 

^ Cf. Muller, Schaffle, and J. B. Clark, respectively. 
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kets,” or by (2) some sort of dictatorship. The former leads, or 
can l(*ad, to a scientific approach, which, while it dws not elim¬ 
inate experimcMit nor rej(‘ct all guidance, (enables explanation in 
terms of i)roximate causation. The latter involves a reliance 
upon the intuitions of some individual ^Meader,” and a large 
amount of co(?rcion. 

J']conomists should never forget that economics is not a de- 
fens(i of pn?vailing iiLstitutions. It is not a d(*fense of any 
institutioiLs.' It deals with desires, and the factors and functions 
which these hav'c occasioned through production and consumj> 
tion — with capital in Russia, or with enterprise in a “coop{'ra- 
tive” organization, just as well as in some ‘‘capitalistic” so¬ 
ciety. These it .seek.s to (‘xplain and to appraise from the 
point of view of a definite criterion, “economic value.” It 
asks, what are things worth to individuals living together in 
socu'ty? In humbly .se<‘king the answt'r, it finds important 
physical limitations and costs, which differ according to indi¬ 
viduals and location. The.se enter the problem of determining 
not only what men do, but what it is worthwhile to do. liCt 
the Institutionalist describe our institutions — even let him 
change them —• but let him not forget such laws as supply and 
demand, diminishing utility, and diminishing ret liras. The laws 
of economics work through institutions, but they are more 
fundamental than institutions. 

* Inridpntally, it should he note<l that “institutions ” difTcr in thi*ir relation to 
man. “ Proi)orty,“ for oxaniplo, has a eontont which to an uncertain extent 
bases upon the individual and his assumed instinct for workmanship. 
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SUMMARY AND CONCLUSION 

General Resume. — All the history of economic thought may 
be divided into two jDarts: one of these embraces the era bc^fore 
the establishment of economics as a science; the other extends 
from the rise of that science to the present time. 

The Prescientific Period. — It is not to be inferred from 
this statement that economics suddenly sprang into Ixang as a 
full-fledged science, nor that it has subse(iuently attaiiu'd com¬ 
plete unity, or freed itself from all unscientific thought. But this 
can be said: we can speak of a prescientific period, in which (‘co- 
noniics was conceived of neither as a separate body of doctrin(», 
nor as a social science. In this earlier era, economic thought was 
mingled with religious and ethical doctriru^ and with l(‘gal in¬ 
stitutions, and did not exist as a distinct body of theory. This 
was the case in the ancient world and in the Middle Ages. Nor 
was there suffickait si^parate interest in economic matters to 
cause further development; for with Hebrew and Hindu, Grc'ek 
and Roman, and Scliolastic alike, wo find, on the one hand, but 
a rudimentary development of division of labor and exchange, 
and of such stimulating economic phenomena as those conc(irn- 
ing public finance and the labor problem. On the other hand, 
hostile ethical and n^ligious concepts so dominated m(ai\s minds, 
as to hinder speculation about such economic problems as ex¬ 
isted. Wealth was little appreciated by the leading thinkers. 

Furthermore, there was little of “ science in any field of 
thought — little of the concept of objectively established rela¬ 
tions of cause ” and “effect.” The birth of the so-called natural 
sciences is commonly dated from the work of Galileo (1564- 
1642), Harvey (1578-1657), and Newton (1642-1727). And the 
concept of scientific law is more difficult in the case of social 
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phenomena, where the limitatioas of i)olicy and art are not so 
easy to s(.‘e, and where what is confused with ideas of what 
ought” to he. 

Througiiout tlu^ presci(*ntific period, men for the most part 
bi'lieved in a “just pric<j” for goods and s(»rvic(‘s, a beli(*f nor¬ 
mally accompanied by minuter regulation of industry. Perhaps 
th(^ other most notable points in the prescientific stage of eco¬ 
nomic thought an^ tlu^ discussion by (In^ek jihilosophers of 
division of occupation, “natural” us(\s, and communism; the 
Roman jurists* tr(*atnu‘nt of money; and the medieval doctrines 
conccMiiing “just jiricc^’* and usury. 

With th(' rise of nations and the growth of money ('conomy, 
cam(^ th(' Mercantilist p(‘riod, which is transitional and marks 
th(‘ dawn of l^conoinics as a scuaicc*, — though it was but the 
first faint (lush announcing what was soon to lx*. Kconomic 
topics w(*re giv(*n mor<‘ fn‘(|U<*nt, <‘xt(Midt*d, and, above* all, more* 
elistinct att(*ntion. Wealth was highly appre*ciated. Its e*hie‘f 
source* was considerexl to be (*omm(*iTe*, partly no doubt on 
ace’ount of an ov(*re‘rnphasis eif “treasure'.** In the*ir enipirie*al 
stuelie's and polie-ie's conce’rning foreign trade*, balane*e* e)f trade, 
stimulation of inelustry, and taxation, the* Me‘re*antilists laiel the* 
eninelation for furth(*r ele‘ve*le)pme*nt. In ge*ne*ral th(*e)ry, seime 
fragine*ntary elise’ussions of value anel inone'y, anel the analysis e)f 
the* facteirs of |)roelue*tie)n, are* note'weirthy. 

The Beginning of Scientific Economics. — The real fe)uneling 
ot the science e)f Ke*one)mie*s, which marks the rise of the see*onel 
era, came te) pass iiixiut the mielelle* eif the eighte*enth ceailury. 
This was ck)se*ly asse)e*iate*el with the e*e)ntemporane*e)Us ele*ve*lop- 
ment in natural se*ie*ne*('s, anel the* re*ve)lutiou in se)cial phile)se)phy. 
The iele*a e)f a scie*ne*e* was elrawn from either fielels; and the phileis- 
ophy of “naturalisin’* (the universal reign eif natural law) fed 
upon this and the revival e>f the old “nature” phile^sophy. Then’ 
it was that — led by a jihysician who had leariuHl something 
about the circulation of the blood — the Physiocrats, e)r Les 
£c nem/cs'es*, partly in reaction against Mercantilistic pedicies, 
elabeirated the old Gre^ek idea of nature and natural freedom as 
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handed down through the Middle Ages. Wealth, they held, 
comes from nature, and arises from her bounty. Agriculture, 
instead of commerce, thus took the center of the stage. And in 
the place of authority and regulation, laissez faire became the 
watchword. 

The service of the Physiocrats was largely negative, consist¬ 
ing in greater freedom from hampering regulations and taxes.' 
More positively, their scheme of distribution became the father 
of succeeding attempts to trace the round of production, ex¬ 
change, distribution, and consumption. Their emphasis of land 
and its surplus {produit net) was an influential conception. And, 
above all, their attempt to formulate a body of positive principles, 
separate from morals, politics, and jurisprudence, gave economics 
its first claim to be a science. 

Adam Smith clinched that claim. His work was fuller and 
more comprehensive than that of Quesnay or Turgot, and the 
firm establishment of Political Economy may justly be dated 
from the Wealth of Nations (1776). Economics became associated 
with a body of causal explanation of economic ])henomena. 
More especially, under Smith’s leadership it developed around 
the significance of the objective and quantitative values of 
goods and services as observed in exchange. In short, ^Hhe price 
system” became the basis of economic science. 

Smith took the sole emphasis away from production, })utting 
the consumer more to the front, and in doing so prepared the 
way for a broader treatment of economics. Building upon the 
thought of English predecessors and the Physiocrats, and in¬ 
fluenced by a different and more highly developed industrial 
environment, he turned from ‘‘nature” or agriculture as the 
source of wealth, and gave to labor that position. He also pre¬ 
sented a more comprehensive discussion of value and the shares 
*in distribution than any predecessor. While an individualist, 
and, on the whole, a believer in free trade and laisser faire, he 
was more of an opportunist than the Physiocrats, and was less 
rigid and absolute in applying his doctrines. Some of his fol- 

^ Above, pp. 202 f. 
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lowers wrote mor(» accurately and consistently than he, but Adam 
Smith exc(ils the great majority of them in blreadth of view, and 
there came a time when many economists turned back to the 
Father of Political Kconomy rathcT than to his immediate suc¬ 
cessors. Much of what is herci writt(‘n concerning the Clas¬ 
sical School will apply to him only in ])art. 

Smith, and to some extent the Physiocrats, were influenced 
not oiil}^ directly by the dev(*lopment of natural science, but 
also by its (‘tT(*cts upon [psychology. The idea of an “economic 
man,” governed by a f(iw fixed and powerful iiLstincts — the 
i(l(‘a of an “av(*rag(' man” reacting uniformly to his phy.sical 
envirouTiKMit — was an important basis for the idea of economic 
hiw. Mat(‘rialism, scMisationalism, empiricism — these were 
pres(‘nt at the birth of the young science. 

Too oftcMi, rnor(‘ov(‘r, the .science of (‘conomics has Ixhmi un- 
scientifu;! Unconsciously the founders were influenced by the 
])articular s('t of in>titutions with which they were associated, 
('lass bias, religious t(*l(‘ology, and (*thical ideals, have warped 
scKMitific thought to this day. 'Phe meaning of schmee is itself 
not free* from cpK'stion, and i)articulaiiy j^o when human life is 
involv(*d and the problem of “goals” thus arises. But, while 
subject to change, the idea of “uniformities” in social phe¬ 
nomena has prevailed from Smith’s time to the present, and war¬ 
rants calling this jxaiod the era of scientific economic thought. 

Classirism. — The Wealth of X at ions soon gained more or less 
of an asccMidancy in the heading countries, and the followers are 
mostly to be class(*d as inemiHTs of the (-lassical School. There 
were, howev(*r, three main branches, corresponding to as many 
difTi'nmt national environments. 

(1) In Paigland, a group of economists, with whom the desig¬ 
nation “Cla.ssical School” is generally associated (and chiefly 
of whom what follows is written) centered around Ricardo, 
accepting his doctrines of rent and adding the Malthusian prin¬ 
ciple of i)opulation. Bentham’s utilitarianism was adopted, and 
this not only tended to eliminate Smith’s “nature philosophy,” 
but also to introduce a more strongly hedonistic basis. 
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With this group, the problems of distribution of wealth were 
for the first time given chief attention, and those they considered 
mostly from the point of view of the individual entrei)reneur. 
The main framework of their economic thought consisted of the 
theory of value and the ‘^shares’' of the factors of production, 
land, labor, and capital. In their reasoning, the interests of the 
factors’^ were made more or less antagonistic, and their views 
tended toward pessimism, — a tendency usually coniu'cted 
with materialism and individualism. Value was regarded as 
cost-determined, and was treated as an objective phenomenon 
by the dominant element. 

(2) In France, J. B. Say (1803) contributed to the arrange¬ 
ment and classification of the new science. There, a largca* ele¬ 
ment of the eighteenth-century nature philosophy reinaiiK'd, 
and the attacks on Socialists and protectionists were stroiig(^r. 
(In France the earliest nineteenth-century Socialistic propaganda 
flourished.) The general tendency among French Classicists 
was to reject pessimism and the laws of i)opulation and diminish¬ 
ing returns, and to develop a negative sort of idealism based on 
harmony of individual interests. The optimism of Dunoyer and 
Bastiat resulted. Liberalism” was the term which came to be 
applied to French Classicists and in general to the continental 
followers of the English Classical political economy — tlie 
term implying individual liberty in the sense of equal oppor¬ 
tunity. 

(3) In the first half of the last century, German economists, 
largely on account of their Kameralist.ic background, had a 
somewhat different notion of economics. Though Smith had a 
small group of close followers, Ricardo was not so generally 
accepted, and abstract theorizing on problems in distribution is 
not often found. The significance of national lines and moral 
forces was more recognized, and administrative and financial 
matters were given more attention. 

Remembering the differences among its branches, and its 
relatively slight hold on Germany, it may be said that the mem¬ 
bers of the old Classical School stood for certain philosophical 
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tcn(l(nici(\s, li (*l()S(;ly associated mcithodology, and a group of 
characteristic (‘coiiomic doctrines. 

As to tli(‘ir jdiilosophy, it was, speaking generally and in a 
pn'tty sw(M*ping fashion, mat<Tialistic utilitarianism. They con- 
siden'd tangible, niat(‘rial things; th(*y were individualistic — 
^‘the allianc(‘ of ])olitical economy with Utilitarianism may be 
said to hav<‘ giv(*n a new leii.se of lif(i to the? individualism of 
the (*ight(‘(aith c(*ntury^^; ‘ they were hedonistic, (‘rnphasizing 
d(*lib(*rate calculation of pleasures and pains almost to the 
exclusion of habits and instincts. Yet the d(‘V(‘lo])m(‘nt of eco¬ 
nomics along truly scuaitific lines wa.s hamiH‘red by the dom¬ 
inance of iin (‘thiciil (‘lenuMit in th(*ir thought which was l>ased 
upon th(‘ ])r<re(ling iiulividualistic nature philosophy; for ‘free¬ 
dom of competition’^ was made an ultimate test. The results of 
perf(‘ct fnHHlom w(M(' not to b(‘ finestioned. Fn'edom, moreover, 
was g(*n(‘nilly Ji pur(*ly formal conc(‘pt, meaning frcHnlom from 
l(‘gal r(‘straint, and tlu* like, rather than real (‘conomic frei'dom. 
Hand in hiuul with this philosophy went an abstract-deductive 
m(‘th()d.“ 

Sonu' of the most marked characteristics of the doctrines of 
the Classicists may l)e stat(*d as follows. To them, value gen¬ 
erally meant obj<‘cti\'e (*\chang(‘ value. Kstimation by the sub¬ 
ject r(‘ceiv(Hl scant attcaition, though this is le>s true of France 
than of iMigland. Accordingly, the i)art play(*d by utility was 
un(l(*r(‘mpha^iz(Ml. \'alu(* was r(‘gard(’d as dc'tcMinined by cost, 
and throughout a gr(*at('r part of the Classical period there was 
a coiLstant timdency to emphasize labor-pain costs as the ul¬ 
timate thing. Such cost, however, they sought to measure 
objectively, generally as time and expense. 

Tlu' Cla.ssicists often confu.sed the entrepreneur with society, 
shifting their i)oint of view from one to the other; for there was 
no clear appreciation of the distinction betwefui the idea of ulti¬ 
mate social costs and the expenditures of the business under¬ 
taker. Their system, furthermore, considered exchange values 

* Bonar, Philosophy and Political Economy, p. 219. 

* Cf. above, pp. 21 f., 
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as the ultimate thing: wealth equaled a quantity of exchange 
value. Accordingly, little attention was given to public wealth 
as distinguished from private riches; and, while a clearly avowed 
limitation of the scope of the science to objectively measured 
exchange values is quite permissible, there was point to the 
criticism that the broader considerations were slighti'd and 
confused with the narrower by them. Their idea was that wel¬ 
fare depends upon a stock of material goods, and production 
was encouraged, without due allowance for the signifi(‘ance of 
the law of diminishing utility.' Lacking the id('a of marginal 
utility, they did not realize the limitations of their i)oint of 
view. 

The School held to the tripartite division of tlui factors of 
production, — land, labor, capital, — and emphasized the dis¬ 
tinctness of each. All believed in the ])eculiar importance of 
land and the margin of cultivation, but there was a split in the 
ranks over the merits of the landholders’ interest. The C-lassi- 
cists of the dominant type, however, all consciously or uncon¬ 
sciously upheld the interests of capital and of the capitalist 
class, making capital an independent factor upon which labor 
was thought of as being largely dependent. 

Needless to say, the foregoing principles and theories found 
expression in the advocacy of a body of ruh's of action, tlu* art 
of applied economics. Such rules as conceriu'd poor-relief, 
tariff, taxation, and organized labor are w(‘ll-known (examples. 
The members of the Classical School were larg(‘ly practical in 
their purposes and much of their thought appijared in pami)hlets 
dealing with the issues of their day. 

Critics of Classicism. — Almost as soon as they began to take 
shape, critics rose against these philosophical ideas, methods, 
and economic doctrines; and as they gnnv and hardened, dis¬ 
senting schools came into existence. Several of the earliest 
critics (e.g., Lauderdale, Rae, Sismondi) accepted individualism 
and materialism in part, but stood for a recognition of the lack 
of harmony between public and private interests, and for a 
contrast between utility and exchange value. With an uncon • 
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scions etliiciil l)asis, the possibility of overproduction was im¬ 
plied or stat(‘d. 

Next one note's a Nationalistic criticism, a criticism most char¬ 
acteristically (Jerrnan, though it found expression in America. 
Attacking the validity of the cosmopolitanism of the Classical 
theory, such men as Adam Muller and Friedrich List stressed 
the importance' e)f the state anel e>f natie)nal lines as limiting 
the' api)licatie)n of e'e‘e)ne)mic laws. Such thinkers w(*re ide^alisiic 
in their tenelenicie's, fine cvidf'iice of their idealism being their 
exaltatie)n of the' pe)litical institution and the'ir opposition to 
ii>elivielualism. '^Fhey e)ppe)se'el fre'e^ trade' as a ge'iieral rule. 

Then Socialism pre'senteel a still more radical opposition to 
the elominant Classicism. Be'ginning with the Utopian, bour- 
geeiis thinkers such as Saint-Simem, Owe'ii, and Feiurier, the 
Soe*ialistic theaight te'ndene*y reache'd a climax with the mate¬ 
rialistic anel re'veilutieinary eleictrine's of Marx anel Engels from 
1(SI8 on. As Seieaalism eleve'leipe'd, it underwent a striking 
traiLsformatie)n in jihilexsophy. Frenn ide'alism, it pa.ssed through 
an atte'inpt at re'alism te) mate'rialism. Fremi as.se^ciationism, 
threnigh natieinalism (State Seicialism) it j)as.se*d to inteTiiation- 
alism. '^riiis ele've*lo])me'nt atte'iiele*d a gre)wing reveilutionary 
aspe'e*t. Ne)w, more late'ly, with more eippeirtunist and ‘Vvolu- 
tieinary” teiule*ncie's, the materialism eif Marx has bin'll ques- 
tieined. Seie'ialism as a positive feiire is le)gi('ally connected with 
the phileiseiphy eif iele'alism. 

As a sche)e)l e)f e'e-eineimic elissent, vSocialism has brought the 
que'stiein eif distributive justie*e to the fremt, has led to the study 
of such peistulate's e)f economics as the rights” of private prop¬ 
erty anel contract, and has made economists thresh out such 
questions as the labor theory of value and the idea of surplus. 

Meanwhile, e'specially in Germany and England, signs of a 
coming revolt against the deigmatism eif the Classical School 
appeared in the forerunners of the Historical School. Sismoiidi, 
Muller, anel List, and Richard Jones may be mentioned, and 
the significance of the French philosopher, August Comte, in 
this connection is not to be forgotten. While the preceding 
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opponents had assailed the philosophical and ethical systcnn of 
the Classical School, this movement was primarily dinujted 
against the method; though it was necessarily closely related to 
the philosophy ^ on the one hand, and the logic of tlui tluiory 
on the other. It was stimulated by the H(^g(*lian philosophy, 
and by the current developments in jurisprudence, philology, 
and ethnology. 

But before the historical movement could culminate, »John 
Stuart Mill attempted a restatement of the Classical system, 
his Principles appearing in 1848. MilFs face was turned toward 
new things, but his mind was filled with tlu^ teaching of Ricardo. 
The result is that his work has been justly called unfinal and 
transitional. We know that he was infiuenced by tlu^ vSaint- 
Simonians, Thompson, and other Socialists and social refornu'rs. 
The criticisms of Sismondi and Rae were w('ll known to him. 
Certainly his strong idealistic and humanitarian tiauhaich's, his 
belief in man\s power to modify industrial conditions for the 
better, and his distinction between national and individual 
wealth, are evidences of a partial alignment with th<^ forc(‘s of 
dissent. He was hardly affected, however, by the beginning of 
the movement for a more concrete and historical mc'thod; though 
his logical training k^d him to state his pnanises more ch'arly 
than the great majority of his predecessors. 

MilFs Principles is more largely d<wot('d to what is sometimc's 
called social economics than were the works of most of the Classi¬ 
cists, and dynamic problems, such as the future of the labor 
ckvsses and the t(*ndcncy of profits to a minimum, are given 
much attention. His discussion of the grounds for governimait 
interference, is notable. The chief contributions in ])ure static 
theory are his treatment of value and international trade, though 
even here the unfinal element appears, and the theory is not 
fully coordinated and digested. In fine, MilFs restatement could 
not be permanently accepted. While its style, spirit, and sound 

^Thc question of method is apt to depend upon the belief in “laws,” and 
that, in turn, is apt to depend upon the acceptance of a materialistic or idealistic 
philosophy. 
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logical m(‘rits hav(‘ given it a wider reading than any other Eng¬ 
lish work on e(;ononii(;s, it was built of div(?rse <?lem(‘nts which 
w(‘r(‘ not (*los(*ly (*noiigh analyzed or consistently coordinated 

Lat(‘r (Massicists (Fawcett, Cairnes) attemptcjd to giv(‘ a more 
])nM*is(^ and consistent us(‘ of the terms or statements of defi¬ 
nitions, and at ])oints r(‘fined and i)erfected the analysis of the 
forces of distribution; ^ but. the (classical economists fell into con¬ 
siderable disre))ute. (Only the Lilxiralists, iiotaldy in France, 
have continiu'd to hold their main position with little modifi¬ 
cation.) 

Conteanporaneously with Mill, the* scattered tendencies tc 
revolt against the' abstract-deductive meihods of the Classical 
School W(‘r(' brought to a head and fully d(‘velop(’d by the 
(Ji'rman Historical School, b(‘ginning with Rosch(‘r, Hildebrand, 
and Kni(‘s. Whiles having a d(*(‘per significance in its emphasis 
of socio-(‘thical factors, this School l(‘d chiefly to what b(‘came 
a rath(‘r bai nai discu.ssion of rncithodology. There w’as a corre¬ 
sponding, though l<*ss infliunitial, movement in England. 

All the tinu*, too, (}(‘rinan and later American economists 
w'(*r(i working toward an analysis of gross profits, which led to 
important chwaiopments in the theory of ca])ital, intere.st, under¬ 
takers' gains, and pure jirofits; - and during Mill’s lifetime the 
assaults of haiglish and Anun-ican writers (Longe, Ix'slie, Thorn¬ 
ton, Walkin’) led to thi' almost dramatic downfall of the w'ages- 
fund theory. 

Neo-Cldssiri.wiy or Value Economics^ — One little spring 
winch had bi'gun almost unnoticed to trickle into the troubled 
curriMit of (M'onomic thought has not been mentioned. This 
was the idea of (‘inphasizing the subjective factors in valua¬ 
tion. Suggi'stions of till' idea had ajipeared here and there, but 
Lloyd (1834) and Gos.sim (1854) first made it exact by dlstin- 
guishing marginal utility, the latter's treatment being much 
tlu^ fullin’. Tluni, in the seventies, Jevons, Walrjis, and Menger 
w’ou a hearing for the idea, and further ])rogress w’as made 
toward utilizing it in the e.xplanation of market values. 

* Above, pp. GSO f. * Above, pp. 563 ff., 717. 
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It was under the stimulus of the marginal-utility idea that 
a new school arose which, while largely following the Classical 
School in philosophy and method, sought to go deeper into the 
cause of economic value, and to reconstruct its theories upon a 
subjective basis. This is the significance of the Austrian School. 
Menger was the Austrian pioneer; Wieser wall ever be remem¬ 
bered for his w^ork on the general theory of value; and Bohrn- 
Bawerk, w hile doing excellent wwk in the same field, has gained 
most prominence in the particular problem of valuation of 
capital, and interest. Phillipovich is the author of some of the 
best-balanced work by this school. A leading motive of trie 
school has been its desire for unity and consistency in theory, — 
a desire w4iich finds expression in rebellion against th(i tw o-sided 
determination of value by demand (utility) and supply (cost), — 
and a great service has been a more unified and consistent ai> 
plication of principles of valuation. The influence of tlu' school 
has been deep and w idespread, being very noticeable in Anua-ica. 

Meanwhile, the theory of evolution had begun to affect social 
science, and Herbert Spencer^s thought conciTiiing sociology 
and ethics became a factor. This involved the concept of society 
as a sort of non-biological organism in w4iich differentiatc'd parts 
tend to function in equilibrium. It was associat(‘(l, too, with a 
system of ethics which calls that ^^good” which conduces to 
life, so that (1) the test of survival is made an important factor, 
though modified by (2) a faculty of ethical judgment which 
develops in individuals as a sort of by-product of evolution (and 
is thus itself related to survival). 

The two foregoing influences, subjectivism and evolutionism, 
are among the more important factors which have enti'red in a 
positive way into the development of economics since 1870. 
And, of course, related developments in psychology and in 
sociology, have also had their effects upon economic thought. 
These things profoundly affected the concept of the individual, 
the concept of value, and the concept of scientific law. 

‘^Classicism” is in essence the belief that “laws” govern 
social phenomena, including value; in other words, that causal 
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^'forcesexist and tend to establish an equilibrium. As we 
have seen, however, the Chissical (jconornics made imperfect 
and erronCvHis assumptions concerning the nature of the in¬ 
dividual and his relation to society, and had a one-sided and 
inadefiuate theory of value. Its metaphysical notion of ‘‘natural 
law” was not conducive to science as now und(?rstood. 

The subjective economists, and particularly the Austrian 
S^'hool, with their “marginal” analysis (they dLscovered the 
marginal man), made short work of the labor cost theory of 
value. But, while the Austrians were Classicists in spirit, their 
extreme subj('ctivism and their hedonism, prevented them from 
d(»v(‘l()ping a complete theory of market values and distribution 
in soci('ty. They lacked a complete ba.sis for explaining eco¬ 
nomic ('(luilil)rium, and w<*re unable to take the place of the 
Classical (‘conornics. (For the most part, they have tended 
toward th(‘ X(M)-Clnssical or the mathematical schools.) 

Out of this situation, there developed a Neo-Classicism, and 
several t(Mid(*n(‘ies r(‘acting therefrom. 

The leading N(‘o-(Massical movement occurred in England, 
where the Carnbridg<‘ School, led by Alfred Marshall, became 
])r(Hlonnnant. It se<‘ks to combine the valid criticisms of the 
dissiMiting grouj)s (Historical, socio-ethical, subjective) with the 
sound(*r portions of the Classical theory, and, in the light of 
an (’volutionary sociology and ethics, to construct an equilibninn 
economics which cc'iitc'rs in a causal theory of economic value, 
with a clos('ly related theory of distribution. Thus the marginal- 
utility idea is accepted, not as supplanting the Classical theory 
of value, but as a n'finernent on the subjective or utility side. 
Value nmiains an objective point of equilibrium Ixitween utility 
and cost, or the “forces” expressed in demand and supply. 
Something of self-interest motivation — and a touch of hedon¬ 
ism — remains, but is much modified by a realistic and agnostic 
evolutionism. Neo-Classicists cling to a modified-utilitarian 
social point of view. A large body of economists in England, 
America, and Italy, is in accord with Neo-Classicism, and not a 
few in France and Germany. 
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Reaction from Neo-Classidsm, — But others have reacted 
from Neo-Classicism in three chief groups: (1) The price econ¬ 
omists, (2) the welfare economists, and (3) the Institutionalists. 

(1) A part of the Lausanne School ^ (based on Walras), 
Cassel, Fisher, and other mathematical economists, reduce 
equilibrium to an “equation.’^ They seek to eliminate i)hilo- 
sophical and psychological considc'rations, and either subordinate 
or reject the idea of value determination by causal forces. They 
begin with prices, and study their movements, not the ^‘forc(‘s'' 
w'hich determine them. They take an individual point of view, 
w^hich tends to narrow the scoj>e of economics. This ‘^schooT' 
is not fundamentally opposed to the doctriiu's of Classical eco¬ 
nomics. It is merely a-Classical, — or ])seudo-Classical. 

Closely affiliated in tendency, though non-matluanatical, 
is the ‘‘price economics’^ or “enterprise economics” of Daven¬ 
port and his followers. 

(2) Though not always consistently adhered to, and some¬ 
times mixed with Neo-Classical economic doctrines, the “wel¬ 
fare economics” (e.g., Hobson’s) tends to reject the quantitativ^e 
“value economics” of Neo-Classicism, and finds inatlKanatical 
“price economics” completely inadequate. The basic tendency 
is to deal with qualitative values — that is, with the goals or 
ends of life. Thus they emphasize socio-ethical factors. 

(3) The Anti-Classical (and Anti-Neo-Classical) tendency 
in economic thought has come to center in the “institutional 
approach,” as exemplified in different ways by Vel^lcn and 
Commons in America, and by Spann’s Neo-Romantic “Uni- 
versalism” in Germany.^ “Institutionalists” base their thought 
either upon a behavioristic psychology and “instincts,” thus 
rejecting the “value economics” and its traces of hedonism; 
or upon a study of legal institutions and doctrines; or upon the 
authority of the state and the duties ” of individuals thereto. 
In one way or another they all contemplate a regimentation of 

^ Members of this school are not in entire agreement, and some closely ap¬ 
proach Neo-Classicism. 

* See above, pp. 404, 671. 
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individuals. They are opposed to all e(|uilibrium doctrine, and 
tend toward social planning. This brings them into touch with 
the welfares economics. 

Continuity and Environment. — The history of economic 
thought affords abundant evidence both of the influence of 
his environment upon man, and of man’s reaction upon his 
(‘nviromiKuit. Tlu‘ molding influence of tho.se physical and 
psychological laws which .so larg(»ly determine the economic 
situation, so(‘ial institutions, and intellectual plane, is clearly 
evid(‘nc(‘d in th(' evolution of economic th(*ory. These latter 
factors both (1) cl(*ci(l(» what problems ^hall confront man, and, 
on th(‘ otluT hand, (2) so act upon the man him.s(*lf as to modify, 
though not .soh'ly det('rmine, his point of view. 

In th(' anci<‘nt world, w<‘ find an iud('pendent domestic econ¬ 
omy and slavery, with littl(‘ trade, and government revenues 
larg(‘ly from royal (‘states and conquc'st. Production was .simple, 
and littl(‘ industrial capital was u.s(m1. The functional impor¬ 
tance of distinctions l)etw(M‘n landiand capital and labor was 
unr(*alized. Xo tlu’ory of distribution arose. Personal values 
(for and ptM'.sonal di.'^tribiition, were considered. 

In medi(‘val tim(‘s, trade gnnv and slaveiy d(‘clined. Exchange 
valu(‘ became more important. But lal)or was the chief factor, 
and th(‘re was littU' economic competition. So the concept of 

just pric(‘” was d(‘veloped, and was based on the labor involved 
in producing goods. 

The Mercantilists found trade less local, and a growing na¬ 
tional (’conomy. Tlu‘y found the ‘‘domestic system” of manu- 
factiin' arising, and the b('ginning of a free labor class. So their 
chi(‘f probl(‘m .seemed to be to get treasure for the state by 
international trade, while thc'y .sought to stimulate domestic 
manufacture's and em])loyment, partly by giving greater in¬ 
ternal freedom to industry. 

The cosmopolitanism of Adam Smith and the Physiocrats, 
and their int(‘rest in the problem of distribution among func¬ 
tional economic groups, came with developments in trade and 
industry which conditioned their thought. 
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Ricardo^s thought had the factory system, fixed capital in¬ 
struments, and a permanent factory labor class, as its back¬ 
ground. 

More recently, the problems of monopoly and of credit, have 
come before the economist. 

Thus, in the Middle Ages, the economic situation was clianged 
by the growth of commerce and a money economy; and, on 
the one hand, new problems concerning value and interest were 
presented, while, on the other, men were to some extent shaken 
out of the asceticism. Physiocracy was associated with land 
ownership by the Physiocrats. Smithes economies was in¬ 
fluenced by the “domestic systemof manufacturing; Ricardo's 
by the factory system. In more recent times, tlu' capitalistic 
organization of industry, and the growth and organization of 
the wage-earning class have effected profound changes in 
problem and point of view. 

Similarly, such social institutions as the “rights" of private 
property, contract, and inheritance, and the forces of custom 
and government activity, in their development, have modific'd 
economic theories. (Few would deny that Clavssical economics — 
perhaps for good and sufficient reasons — came to involve a 
defense of broad rights of private property, or that much of 
the more recent “welfare economics" has been influenced by 
an interest in the “rights" of organized labor.) This is espe¬ 
cially true in the case of the more practical rules and doctrines, 
for into the formulation of such rules and doctrines the prcv^ailing 
social order enters as a more or less consciously adopted pnnnise. 

Finally, the general intellectual progress finds expression in 
economic theories. Now it Is some development in the methods 
of natural science, now in philology, again in jurisprudence or 
philosophy. We see this interrelation, for example, in the 
progress from the theological “stage" to rationalism, and in 
the methodological disputes of the nineteenth century. We 
see it again in the influence of the theory of evolution. 

In brief, a large part of economic laws are relative to time 
and place. 
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But, as already pointed out,^ economic theory has been in 
its turn a positives force reacting upon economy, social iastitu- 
tions, and other sciences. And this Is notably true at the present 
time, vvluui no one can look around without realizing that 
through legislation based ui)on economic [)rinciples his life is 
increasingly modified (taxation, labor legislation, corporation 
laws, (*tc.). 

It wodld be a mistake to maintain either that there are no 
absolut(j general principles, or that all economic thought is 
th(' i)rodu(!t of the economic environmcMit. In fact, in emphasiz¬ 
ing th(' relativity of (‘conomic doctriia*, men have often been 
too pron(‘ to overlook tlui (‘lem(*nt of direct continuity, which 
has hand(‘d down the* th('ori(\s of individual thinkers or groups 
of think<‘rs to successors, so connecting one time or place with 
anoth(‘r in a more absolute way. From the many illustrations 
of such continuity which might Im' presented, only a few can be 
mentioned. The case' of the* nature*-phile)sophy idea is a classic 
e)ne*.“ Ai)pe‘aring in fire*ek i)hHe)se)j)hy, it was formulated in 
He)man law, e'laborate'd by (he Se*he)lastics, made a basis of the 
Physie)e'ratic syste*m, anel is fe)unel as a taint in the logic of the 
Classical e*e*e)ne)mie*s. (^ue'snay’s Tableau had mottoes from 
Se)crate*s anel Plato’s Laws. 

Ariste)tle* e*xpressed certain ide*as about the barrenness of 
me)ne*y anel injustie*e e)f intere*st; the^se were repeated by the 
Sche)e)hnen; and the* Me*rcantilists e)f 1690 were still talking 
abe)ut the* moral justification e)f inten*e.st. Xenophon was contin- 
ue)usly re*ael, and is re*ferreel to by the Mercantilist, Davenant. 

Cie*e*re) elre'w his ieleas concerning labor directly from the 
Greeks; Hutcheson his from CUcero; Smith his, in part, at k^ast, 
from Hutcheson. The labor theM)ry of value well illustrates the 
idea. The Mercantilists — to go no further back — had the 
idea of labor as the^ father of wealth; this idea found expression 
in Adam Smith and Ricardo; and was adopted by the Socialists 
as a leading doctrine. 

Or, take Kameralism. The Kameralists drew largely upon 

1 Above, pp. 230. 419, o.g. * Above, pp. 04, 70, 74. 177 f.. 235, 250 f. 
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the Corpus Juris Civilis,^ and German economics, with its 
practical bent and emphasis of the juristic side, sprang from 
Kameralism. 

To what extent were Gournay's views what they were because 
he was a merchant, and to what extent because he studied and 
translated Gee and Culpeper? We know that Siissmilch read 
Petty, that Sonncnfels followed Siissmilch, and that Malthus 
studied Sonnenfels. Even Ricardo acknowledges ind('l)t(*dn(‘ss 
to Turgot, Steuart, Smith, Say, and Sismondi; while Mill was 
deeply affected by his studies in the works of various writers 
who dissented from Ricardo's views. Cassel obviously draws 
on Walras. 

Certainly one cannot but be impressed with the fact that it 
is an extremely difficult matter to trace an idea to its ultimate 
source, and that in many, many instances a theory may be 
traced directly back through a series of writc'rs. Of (*oursc, 
the fact that the idea was adopted may have beiai diuj to local 
environmental conditions. It t’an hardly be denied, howeviT, 
that a characteristic di position of th(' thinker is a factor, and 
that, throughout all the course of economic thought, the thinkc'rs 
have been directly interrelated through their writings in an im¬ 
portant way. 2 

Some Main Points of Difference in Economic Thought. -- 

a. Ethical Dissent from Exchan^e-Value Basis. — The gtauTal 
outline of the rise and fall of economic schools has Imh'ii traci'd 
in the foregoing r6sum6. Throughout the movcaniMits and ten¬ 
dencies so sketched, one thread runs which should be rnentioiual 
in this summary, and that is the thread of opposition betweiai 
an ethical idea of utility, and a non-ethical concept of exchange 
value. From the beginning of economic thought, consciously 
or unconsciously, this opposition has been a fruitful source of 
dissension. Aristotle set forth the difference with great clearness, 

' The Kameralists were also influenced by contemporary English thought. 
(See above, pp. 153, 156 n.*) 

* The direct and absolute influence of the Physiocrats has never been thor¬ 
oughly worked out. Their notions affected Lauderdale and a number of minor 
English writers, and Sismondi; and through those men, influenced still others 
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and took the utility sidc.^ According to his vk3\v, there is a 
limit to what man ne(‘ds, which coastitutes the natural or proper 
limit to consumption. Bi'youd this limit, lies mere wealth- 
g(?ttiug ('xchangc', which has no limit and is unnatural. Over¬ 
looking th(' possibility of a science based upon exchange values, 
he decri(*(l wealth-getting “chrematistics” as being contrary to 
his ethiciil idt'al. 

SoriK' of th(' points of oppo.sition which api)ear in the thought 
of thos(' who show similar tendencies, may be indicated thus: — 


Limited needs 
Leisun* neee.s^ary 
(’onsiimption (Miiphasized 
Utility (total); “value in use*' 

General ovorjmxluction possible 

Public-wealth (weal) point of view 

Soeietism (socialism or national¬ 
ism) 


vs. Indefinite expansibility of wants. 
vs. (’ontmuous striving to produce. 
vs. Proiiuction empha‘<ized. 

I’.s. Marginal utility; exchange 
value. 

vs. No gfuieral overproduction pos¬ 
sible. 

vs. Private-riche.s, entrepreneur 
point of view.^ 
vs. Individualism. 


It is obvious, at a glance, that the s(»cond column embraces 
som(‘ of the heading ideas of tlu* Cla.ssical School; while the first 
contains thosi* of several schools of dissiait. With the dissentients 
would fall Sisniondi, and, in part, Lauderdale and Malthus. 
And the Xationali.sts and the Socialists would be classed with 
them on this score. The line of cleavage is ethical, the dis¬ 
sentients OIK' and all proceeding on ethical grounds in their 
criticism, si'tting up ideals as to tlu' good or the natural. They 
stand for normativ(3 as opposed to positive economics. 

Th(3 answer to such critics has ever been: You do well to 
point to tlu' higher spiritual considerations, to emphasize the 
ethical ])oint of view, and to dwell upon the evils of the present 
system; but economics as a distinct science has no direct con¬ 
nection with these things. Its point of view is non-ethical, its 
proper plu'nomena are the valuations involved in exchange, and 

* See above, pp. 5H f., 381 f. 


' See above, pp. 08 f. 
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it deals with the social and industrial order that exists at any 
given time, which down to the present time has made it worth 
while to postulate an automatic coordination of economic 
activities through exchange. 

b. Optimism and Pessimism, — Generally, tliough not nec¬ 
essarily, connected with the foregoing difference in point of 
view, has been the division between optimists and pessimists 
in economic thought. The division does not appear to be of the 
most fundamental importance, nor is it based upon pure sei('ne('. 
A good deal depends upon the length of the period of time that 
is taken into consideration. But optimism or pessimism has 
characterized the thought of certain periods and nations. 

As a rule, the most immediate and obvious j)oint of difference 
between optimists and pessimists is found in their views con¬ 
cerning the relation of public and private interests: those who 
believe the two run parallel or arc identical, are optimists or 
tend toward optimism; those who s<'e opposition and clash 
between such interests naturally tend to take pessimistic vii'ws. 
Or another point of difference may be seen in the attitude of 
the two groups of thinkers toward the immimaice of the ‘^sta- 
tionary state” of society. 

To get at the bottom of these tendencies, one would ha\'c 
to resort to the philosophies of idealism and materialism, with 
the interrelated tendencies, societism (belief in group control) 
and individualism. 

Idealists believe in the ability of man to dominate nature 
and put off the evil day of the stationary state; which is a 
comfortable belief, and tends toward optimism. Moreover, 
in advocating group control through social institutions, they 
look to the elimination of discordant individual or private 
interests. 

The matter is not so simple with the materialists and individ¬ 
ualists, for they have been divided into two groups. The French 
school of Liberalists, for example, has apparently not departed 
from the idea of man\s dependence upon natural environment; 
but, following the Physiocrats, they have regarded the rule of 
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nature as beneficent, and so have been led to doctrines of har¬ 
mony rather than p(\ssiinisrn. On the other hand, the English 
(Classicists for th(^ most [)art Ix^lieved that nature was a niggardly 
jade whose one great law was that of diminishing returns. Her 
sway, then, they tended to regard not as beneficent, but as 
harsh and leading to a stationary or declining state; and hence 
their views were, on the whole, rather p(‘ssimistic. Adam Smith 
sometimes dwells upon the harmony of interests secured by 
interplay of private motives as guided by a di\ine hand, but 
again he (*mphasizes the discordant (‘lenients of soci(‘ty. The 
Fniiich followers took tlu^ syst(‘m of harmony; the JOnglish could 
not reconcile the conflicting interests which their analysis 
disclosed. 

(Clearly, if one assum(\s that man desiivs pleasure, and that 
pleasure is good, one may lx* an optimist. If, however, one 
considers man to be a cr(‘ature of instinct and impulse, what 
then? Oiu^ must (‘ithc'r assume, inconsistently, that some men 
can plan and l(*ad — and that these su])erior ones will be found 
and gi\'(*n powia* — or one must just feel optimistic or pessi¬ 
mistic as a matter of s(‘ntim(*nt. 

c. Various Theories of Surplus, — One of the most interesting 
tlin'ads of (h^velopnuMit in (‘conomic thought appears in the 
various doctrines of surplus, an obvious jioint of significance 
being the bearing of such doctrines upon questioiLs of taxation 
and gov('rnment interfi'rence. This thought thread could be 
traced in a volume; it can Ik? but barely indicated here. 

The puH'ly economic id<*a of surplus is one concerning a 
reward in exc(*ss of the amount absolutely retiuired to secure the 
cooperation of a factor of production or a unit thereof; that is, 
an cxc(iss,over cost. Such ‘‘producer's surpluses” may be 
competitive “differentials” (d('])endent upon either natural or 
artificial differences among units of a productive agency), or 
they may be monopolistic and acquisitive, or they may be 
purely fortuitous. In any case, they depend upon exchange 
value being above expenses during the period of time under 
consideration. 
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The Physiocrats made land the source of a great surplus, the 
produit net. The Classical economists analyzed and elaborated 
the idea, introducing the concepts of intensive and extensive 
margins, and making land rent a differential return measured 
from such margins. Thus rent was made a differential surplus 
obtained by comparing different units of land or different in¬ 
vestments on land. 

Some economists, however, — including some Classicists — 
regarded land ownership as a monopoly which might bring the 
landlord abnormal returns in the shape of an absolute surplus. 
This idea is related to the general idea of ‘‘scarcity value,” and 
it is to be noted that any naturally scarce object may be re¬ 
garded as yielding an original owner^s surplus, since its existence 
involves no cost of production. 

About the middle of the nineteenth century, the doctrine of 
“unearned increment” became fully developed in lOngland 
(J. S. Mill), the idea being that increase in land values is largely 
outside the scope of individual activity, and due to society. 
This doctrine passes over into ethical regions. 

Some tendency to regard profits (interest and entrepreneur's 
gains) as containing an clement of surplus is manifest, — in 
the residual claimant idea of Ricardo, for instance, — a tendency 
fostered by the lack of a clear analysis of this share in distribu¬ 
tion. Senior's abstinence theory, however, put interest ui)on a 
cost or earned basis; and the final separation of undiTtakers' 
gains and pure profits cleared the situation further. In recent 
times, the extension of the differential-return analysis and 
“marginism” to the theory of labor and capital, has tended 
further to broaden the idea of economic surplus. 

The distinction between static and dynamic theory has also 
introduced an extension of the idea, since it is recognized that 
friction, conjuncture, and other factors give more or less tem¬ 
porary surpluses or “quasi-rents” from the dynamic standpoint. 

More refined, but somewhat akin to the Physiocratic idea, 
are certain optimistic theories of more recent times (e.g.,. of 
Professor Patten). A few writers, denying the law of diminishing 
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general returns, believe that costs decrease, and that a suri)lus 
arises on account of increasing demands. Or, to put it another 
way, they believe that man, gaining more control over nature, 
is able to produce more than enough to n^store the energy he 
expends. This surplus would be held by producers as a monopoly 
return. 

The use of the “dosing method” in economic analysis has 
caused some thinkers, beginning with von Thiinen, to chase a 
will-o^-the-wisp surplus which seems to arise as erpial units of a 
factor are succ<‘ssively aj)pli('d in production with diminishing 
returns per unit.^ In dealing with such a productive agency as 
labor, for ('xample, some economists, althougli treating it as con¬ 
sisting of “units,” consider that the historical fact of diminish¬ 
ing marginal productivity gives rise to a sort of differential 
surplus. 

(It would be interesting at this point to iiupiiro into the bear¬ 
ing of the “opportunity-cost” notion upon th(» idea of surplus. 
Littl(‘ if any attention, however, ajiptutrs to have been given to 
this aspect.) 

Again, an ethical notion of surplus exists. Here, perha])s, 
would come the idea of “overjiroduction” which has been 
briefly analyzed in the jireeeding .section. Also the various 
notioiLs concerning “exce.ssive” wealth are to be mentioned. 
But the Socialistic idea of surplus value de.serves chief attention. 
The surplus-value idea is most clearly ex])ressed by Rodbertus 
and Marx, though it is suggested by von Thiinen and Sismondi. 
Under capitalism, according to the.se writers, labor is exploited, 
or robbed of a part of its product, which is retained by the 
capitalist class as a surplus. These various notions concern an 
amount in excess of what is just and proper, one generally 
secured by unjust or improper means. The Socialistic doctrine 
is connected with economic analysis, but its chief bearing is an 
ethical one. 

The most recent idea of surplus to find currency among 
economists is of quite a different order, being psychological, 

' Cf. above, p. 370. 
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and consisting in subjective value. This is the ^‘consumers' sur¬ 
plus/' and arises from the fact that the consumer would some¬ 
times be willing to pay more for a utility than he is compelled 
to do by market conditions. An analogous producers' surplus" 
may also be noted. (Probably it would be better to call these, 
respectively, ^‘buyers' surplus" and ‘‘sellers' surplus." 

d. Cost vs. Utility, — Another fundamental difference among 
economic thinkers concerns the emphasis of utility in economic 
valuations. Aristotle began by emphasizing wants and utility, 
and a scattered list of thinkers such as Barbon, Galiani, and 
Condillac did likewise; but as man's industrial conflict with 
nature intensified, the costs of production loomed large and were 
emphasized. The Classical theories of value were cost theories, 
with labor cost most prominent. But a reaction came in the 
seventies, and then utility was overemphasized by Jevons and 
the Austrians. More recently, a well-balanced combination of 
the two has come to the front: utility and disutility are brought 
into a synthesis. 

A concomitant development of the theory of consumption 
is to be noted. Slighted by the Classicists, and with its relation 
to production misconceived, “consumption" has taken its place 
as a distinct part of the modern manual of economics. 

e. Subjective and Objective Points of View, — Following 
closely the preceding development has been one in the adop¬ 
tion of subjective and objective bases for analysis. 

Perhaps the earliest tendency was subjective. But the found¬ 
ing of the science came with objective tendencies, and, on the 
whole, costs and values were regarded as objective by the 
Classical economists. This went hand in hand with the emphasis 
of cost,^ and was especially prevalent in England. According to 
this way of looking at things, costs arc objective facts measured 
in the market, being sometimes reduced to units of working 
time, and often identified with the expenses of the entrepreneur; 
and market values are objective records of the forces of demand 
and supply. 

* But Senior combined coet and subjective points of view. 



SUMMARY AND CONCLUSION 


777 


Then, with the emphasis of marginal utility, came the sub¬ 
jective tendency of Jevoiis and the Austrian School, and the 
psychology of economic values was more fully analyzed. The 
attempt was made to fuse utility and cost in a common subjec¬ 
tive crucil)le; the objective limitations of man’s physical en- 
viromiKuit were relegated to a place of secondary importance, 
and “estimation” was given the central place. “Subjective 
exchange vahu'” was distinguished. Marginal utility was rriavlc 
a veritable fetish. 

The subj(?(;tive tendency has also be( n broadened by some 
to include' cost (disutility) as coordinate with utility, thus mak¬ 
ing choices and motivation dejx'nd ui)on i)sychic gains. 

Still others, whiles disavowing marginal-utility subjectivism, 
and accej)ting market prices as objc'ctive data, would make 
economic motivation begin with and de'pend upon individual 
appraisals,—^p(*rhaps treating opportunity as cost to the 
individual, — which after all seems to l>e a sort of subjective 
theory. 

Finally the Neo-Classical equilibrium thought seeks to deal 
with the matter by distinguishing subjective and objective value 
levels, emj)hasizing obj('ctive (market) values, but explaining 
their causation by mc'ans of .subjective valuations of Iniyers and 
sellers. In their procedure, tluy differ from the Austrian School 
in recognizing co.st as an independent reality, which they tend 
to base upon individual p.sychic cost, but measure in terms of 
money ex])ense. 

The question still remains: Shall we attempt so to analyze 
motives and valuations as to find an ultimate explanation of 
price-d(‘termination, — of the first price, — or shall we accept 
the c.xchange values which result from the competition of the 
market as ultimate data? Shall we take the social or the entre¬ 
preneur point of view? It may be confidently predicted that 
any analysis of motives which minimizes the objective and 
environmental factors, will hereafter be recognized as one-sided. 
It is equally certain that the entrepreneur’s expenses will not be 
accepted as ultimate. 
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On the whole, it is doubtful if economists have clearly recog¬ 
nized the validity and the importance of objectiv^e'^ valiK?. 
Regarded as a ‘^generally recognizedvalue, market value 
may be considered not only as scientifically explainable, but as 
the symbol of economic democracy and cooperation. A distinc¬ 
tion between ^'price^' and ‘'value” more fundamental than 
that based upon the use of money, would be helpful in this 
respect. 

f. Quantitative vs. Qualitative Values. — No sketch of the 
most important — or most interesting — points in e(H)n<)mic 
thought would be complete without a mention of what may be 
called “qualitative values.” Economics as a science has been 
built around the idea of quantitative values, or values that can 
be measured. “Degrees” of utility and disutility, and amounts 
of sales and expenses, are both quantitative concepts. Such 
values involve no reference to ethical apj^raisals of human ac¬ 
tivities and no evaluation of the goal or goals of life. But when 
economists undertake to determine what constitutes human 
welfare, and to formulate social plans which they believcj con¬ 
tributory to such welfare, they enter a field of valiK's which 
is not subject to ‘^scientific” treatment; they und(‘rtake to 
deal with “qualitative values.” Such values necessarily in¬ 
volve a joint reference to ethical, political, and aesthetic values, 
and the outcome seems dependent upon the intuition of the 
evaluator Perhaps the economist has as good a basis for such 
speculations as any other person, but in his normative or 
social-reformer capacity he must go beyond his capacity as an 
economist. 

No little confusion and complication have resulted from the 
failure of some economists to make this distinction. Inci¬ 
dentally, a part of the trouble lies in the failure of some econ¬ 
omists to realize the limitations of their special discipline. 

The Present and the Future. — At the close of this long 
survey of the development of economic theory, it is not un¬ 
natural to ask. Where are we and whither are we tending? A 
few very broad generalizations concerning the present and near 
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future of economies may with some hesitation be hazarded. 
It would ill b<‘fit an account so full of recorded errors to venture 
upon dogmatic predictions, and what is here written is but 
tentative, to be interi)reted in the light of thd time by some 
future historian. 

So much has been written about the philosophy and method 
of various economists of the past that one wond(Ts what may 
be said about those of the prescuit in this regard. Originally, 
ethical and (K'onornic eonsid(u*atioiLs were intimately blended, 
and the implieatioiLs and involv(*mcnts «)f the i)hilosophies of 
idealism and niat(Tialism were not realized. In the niiu^teenth 
century, economists often tended, on the one hand, to cast out 
ethical consid(‘rations through the door of vicious abstraction, 
and, on the oth(‘r, to adluTe more or l(\ss consciously either to 
materialism or to id('alism, and to correlated tendencies toward 
either individualism or .socit'tism. 

At pr('S(‘nt, howev('r, a conscious allowance is more oftcui 
made for ethical factors in social life, and they may be kept the 
more distinct for this fact. Moreover, one nui}’' find some tend¬ 
ency to (*sch(*w id(*alism or materialism and to seek the truth 
ill a n'cognition of the interrelation between mind and matter, 
subj('ct and obj('ct.* The materialism of mechanistic and be¬ 
havioristic ]).sychologi('s will have its vogue, but in the end will 
yield ground befon' the facts of individual character, merely 
serving to su])plement our knowledge of human motives. The 
idealism of intuitional and volitional psychologies must sim¬ 
ilarly be rc'cognized as inadequate. 

So it is with method. The old war of methods is over, and 
though new (|uestions may arise, each economist now uses in 
peace the method proper to himself and his ixirticular theme, — 
save only that abstractions are more consciously entered upon 
and deductions more cari'fully guarded and verified. In a 
word, on the score of method, economists have passed from the 
naive, unsophisticated stage to one of scientific self-conscious¬ 
ness. 

' Cf. above, pp U), 470 f., 49S f., 626 f. 
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One exception appears noteworthy, and even in this case the 
question is already understood. This exception is the problem 
of hedonism and the pleasure-and-pain calculus, l^xcept on a 
very abstract and therefore unreal basis, it will be agreed that 
such a calculus can hardly serve as a foundation for economic 
analysis; yet without it, the confusion of numerous motives 
makes one hesitate to formulate principles. Few if any hold to 
hedonism as an explanation of the actual or concrete; but many 
choose deliberately and avowedly to abstract otluT than rational 
motives, making economics (‘^pure” economies) an hypotlu^tical 
science. Considerable doubt exists as to what is the triu'st and 
most practicable course, a doubt which seems to h'ad to the 
establishment of different levels of economic analysis, and per¬ 
haps of different branches or departments of economics. Such 
classifications as Pure and Applied, Static and Dynamic,^ 
or Positive and Normative, illustrate this idea. That there is 
danger in such separation and abstraction, history amply 
attests; but surely, with the long struggle between the (classical 
and Historical Schools before him, the twentieth-century econ¬ 
omist may avoid the rock and whirlpool which wrecked the 
logic of his predecessors. 

In fact, as one looks back over the course of economic thought, 
one can see some tendency toward general, ‘^pure^^ economics. 
The Classicists (Ricardo, Senior) tended in that direction; but 
with Mill and the Historical School all manner of sociological 
and ethical data were embraced. More recently, a mass of 
technical data from the ‘^natural sciences” and business organ¬ 
ization has been exploited, while psychological and philosophical 
materials have been drawn upon. But now sociology has beepme 
a fairly distinct discipline; ethics has been enriched by economic 
infusions and gained in the exactness of its valuations; while 
on all hands one hears of such subjects as economic geology, 
economic zoology, economics of agriculture, business economics, 
and the like. ‘^Politics” or ''government,” too, has grown in 

' Kinematics might be adopted as an expressive term for the mathematical 
“ price economics.” 
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importance and distinctness. Thus, by clearing economics of 
related but separate motives and ‘‘sanctions,^' and relieving it 
of a sort of duty to cover related phenomena, the way has been 
prepared for a pure economics which shall lx* well rounded and 
at the same time distinct and closely coordinated. 

A closely related distinction, that Ix^tween public and private 
economics, appears to be increasing. The growth of college 
coursi's and literature along the lines of private finance and 
semi-teehnieal commercial .subjects, points this way. The term 
‘Apolitical economy” might almost be rejuvenated to designate 
the branch which would take the social point of view, though 
“social economics” is perhaps a better name. Private eco¬ 
nomics takes the individual point of view in defining wealth 
and income, and costs 

Among the various subjects in pure economic theory, capital 
and inti'H'st at pres<'nt may be said to hold the center of atten¬ 
tion. Here the primary nece.s.sity% .seems to be to attain a 
final und(.‘rstanding as to tin* nature of capital, which point 
has Ix'en the center of .several controversies. Is capital an abstract 
mobile fund? \ Is it the aggregate of concrete capital goods? If 
the former, any concrete good in which the fund may be em¬ 
bodied, including land, may be regarded as a capital good, and 
a tendency to .slight the consideration of cost and supply of 
concrete goods follows.^ If the latter, costs come to the front, 
and the jx'culiar significance of land rent clearly appears. The 
latter view was held by the Classical economists, and the former 
arose as a result of the subjective way of looking at things and 
the emphasis of utility. American economists are divided on 
the question. 

So it is with interest. Fresh analysis has been brought to 
bear, with the result that new factors, or new aspects of old 
factors, are introduced. Accordingly, some theorists emphasize 
the difference in estimation of present and future, making 

* Of course, if this fund is thought of as a fund of values, the question of 
interest determination is l)egge(l, — v.alue of capit.al depends upon interest. 

* As a matter of fact, the cost and supply of the concrete good, even when 
considered merely as an embodying medium, is significant. 
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interest an agio; others attribute it to superior productivity of 
roundabout methods; and still others hold to abstinence, or 
the costs of saving and waiting, as the explanation. Certainly 
the Classical theory has been much broadened and enriched. 
The truth would seem to be that none of these theories is en¬ 
tirely wrong. The agio and cost theories may be regarded tis 
complementary, and both are supplemented by the roundabout 
process theory. The tendency of recent textbooks and teaching, 
in America, at least, appears to be toward a working synthesis 
of interest theories. 

In any case, it is clear that capital no longer occupies the 
place of independent importance that once it held. For one 
thing, the entrepreneur has clearly ousted the capitalist from 
active participation in industry; and again, organization is 
being spoken of as a factor. Capital is regarded as a ^‘sec¬ 
ondary” factor assisting labor and physical environment under 
the influence of the social environment. Economists no longer 
regard it as that which determines employimait and wages. 
The man (and his desires and aversions), together with the 
physical environment, are the primary factors. . 

Perhaps the theory of pure profits, or j^rofits proper, is in the 
least satisfactory condition, although history shows great 
progress.^ The undertakers' gain has been separated from rent 
and interest, and, more recently, from wag(\s, — ordinary con¬ 
tract wages, at least. Thus, considered as a total, the scope of 
profits has been narrowed and made more definite. Much has 
been accomplished toward a complete understanding of the 
factors which give rise to such a “share” in distribution. But, 
as yet, no one consistent theory for the determination of this 
surplus has become generally accepted. Excluding “exploita¬ 
tion,” two chief theories are advanced: one, the “risk theory,” 
which makes profits the result of uncertainty, is an old idea 
with a new and more exact significance; the other regards 
profits as a reward, not for risk, but for such services as coordi¬ 
nating the factors of production and making business plans 

^ Cf. Ghosh, P. C., The Theory of Profits, Calcutta, 1933. 
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and organization.^ According to the latter theory, the net risk 
is boriK) by capitalists. A third kind of profit theory might be 
called the changes theory.'' It would attribute profits to 
une.xpected changes in prices, inventions, etc. 

The tendency to distinguish static and dynamic economic 
fields has undoubtedly helped toward a clearer understanding 
of profits prop(T: most thinkers agree that under fluctuating con¬ 
ditions th(' total income known as profits is greater than under 
an assumption of stabh* conditions, since the elements of change 
and business risk are thus increased. 

Time was when an imjx'i fect analysis left much of distribution 
in the residuum. With llicardo, for example, interest and profits 
w(*r(» the residual claimants. Now the left-ov(*r share has been re- 
duc(Hl to profits, and i)arts even of that residuum may be posi- 
tiv(‘ly (explained, that is, may be reckoned as required by costs of 
production, or as Howards for d(‘finite productive contributions. 
Just as int(‘r(‘st and profits are no longer confused by the econ¬ 
omist,’^ the time is at hand when the contents of the pure-profits 
r(‘siduum will be reduc(‘d, leaving unexplained" jXThaps a 
minimum element of chance gains arising from unforeseeable 
and purely fortuitous circurnstanci's. In order to obtain tlxis 
result, it may be necessary to distinguish a new “share" in 
distribution. 

One of the clearest evidences of the current tendency to a 
synthesis of the main antitheses in past economic thought, 
ai)pears in recent developments in the treatment of marginal 
utility in relation to value. The marginal-utility mist is being 
clean'd away. Evi'ii the j)lea that this expression is a convenient 
way of putting together the forces back of demand and supply 
has b(‘en (|uestion('d. That marginal utility Is only an individual 
estimation not yet translated into market price, that it is in part 

'“Profits aro clue, not to risks, but to superior skill in taking risks.** — 
Fettor, l^rifwiplrs, p. 2J)1. 

“. . . profit arises from the fact that he (the entrepreneur) is able to reduce 
his own risk lx>low that which others would have to bear.” — Carver, Quar. Jr, 
Econ., May, P.M)1. 

* “Gross profits’* to the younger economists seems to bo a sort of historical 
concept retained out of respect to John Stuart Mill. gI al. 
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an expression of scarcity and cost, and that it needs to be sup¬ 
plemented by imputed subjective values, — all these things are 
now pretty generally realized. We no longer regard it as an 
ultimate touchstone for the solution of value questions. 

But the importance of the concept of marginal utility in con¬ 
nection with income distribution is realized as never before. 
Everywhere the utility concept has replaced that old notion of 
material wealth.^ Practically, and in truth, wealth is a relative 
matter: where the quantity of material goods is great, the utility 
of the unit is small, and vice versa. The difference between wealth 
and well-being appears very forcefully, and in judging the lattc'r 
the economist is compelled to recognize the limitations inherent 
in his own point of view. 

A Summary and an Appraisal. — The foregoing r6sum6 sug¬ 
gests a broad cyclical tendency in economic thought. (1) B('gin- 
ning with Divine law and authority, there came, in the sixteenth 
century, the reaction of the Renaissance and Humanism. 

(2) Then naturalism became predominant in the Classicism of 
the eighteenth and early nineteenth century, only to b(^ followed 
by the double reaction of Romanticism and Historicism. 

(3) Finally, the evolutionary-equilibrium school of Neo-Classi¬ 
cism emerged about 1890; and this in turn has brought on the 
“Institutional’^ and the “Universalist” or Neo-Romantic re¬ 
actions. 

Thus we find at least three great cycles based on man’s quest 
for standards and laws, and man’s tendency to revolt against the 
standards and laws which he finds! Will this cycle not repeat 
itself? If so, does a new development of Classicism not lie 
ahead? 

To recall the various stages through which the development 
of economic thought has passed will serve to throw light upon 
the present condition of economics. 

Back in the sixteenth and seventeenth centuries. Mercantilism 
held sway, and the thought of the time was characterized by a 
belief in paternalism, and in the conflicting interests of political 

^ E.g., in the definition of “production.” 
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states. Each state was regarded as built up in a mechanical way 
of s('parato individuals, whose interests clashed with those of 
the state. The hand of each nation was raised against all other 
nations. 

In reaction from Mercantilism came Classicism, which put 
laissez faire in place of paternalism; and cosmopolitanism in 
theory in the place of conflict among states. The welfare of the 
individual and of the state was generally regarded as identical, 
or nearly so. 

In opposition to Classicism, Socialism arose, and the beginning 
of the Historical School. 

Then came Neo-Classicism, which softened each one of the 
main doctrin(\s (jf Classicism, and recognized a eoiL‘5iderable 
number of exc(*ptions. Especially was the marginal and rent 
analysis hroadcMied, and the concept of society was somewhat 
p('rf(*cted. Th(‘ Austrian School is essentially Neo-Classical. 

Now th(» world is wit massing a recrudescence of Mercantilism. 
Pat(‘rnalisin is rampant; individuals arc set sharply over agaiast 
their gov'CTuments; nationalism Is the watchword of the hour. 
Ev<mi th(* economic doctrines of the Mercantilist are ascendant, 
such as nu^rcantilistic ideas about money and the balance of 
trade. The trading companies of the sixt(HMith and seventeenth 
centuries an* finding their duplicates in corporations encouraged 
by gov(*rnments to dev(*lop export trade; associations of business 
men in each industry are paralleling the gilds; and labor organ¬ 
izations are also taking on more and more of gild-like character. 

How long this stage will last, no one can say. But, one who 
looks at things from the point of view of history, esi^cially if one 
be reavsonably optimistic, can well predict that this is but an 
experimental stage in the great laboratory of time from which in 
the end will come a new Classicism much less imperfect than 
that which arose at the beginning of the nineteenth century. 

For one thing, the exigencies of the time have emphasized the 
need of statistics — of “political aritlunetic*'; and if, by the 
perfection of statistical meiusurement, the science of economics 
is enabled to take on a more e.xact character, a great step will 
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have been taken in advance. Surely all economists have re¬ 
gretted the lack of quantitative analysis. Again there has been 
a great education in common consciousness; or jx?rhaps it would 
be better to say in conscious commonness.^ Men have In'en 
forced to act with other men in close cooperation; they have 
been compelled to take a social point of view which, if now 
narrow and again extreme, may yet lead to a truer uiuh'rstand- 
ing of economic life. Economists have been forced to come to the 
front and deal with the practical issues of the stat(‘, and to help 
save the life of the nation, in such a way as is bound eventually 
to affect economics for the better. 

The author does not sec in what has taken place, or is likely to 
transpire in the near future, anything which constitutes a revolu¬ 
tion in economics. Some have thought that the War and post¬ 
war nationalism will scrap a large part of the science. It si'cms 
more likely, however, that it will but prove the soundia'ss of 
many “old’^ theories. The law of supply and demand cannot be 
abrogated, and is not abrogated l)y a l)etter understanding of 
demand. The theories of international trade, of moiu'y, valiu', 
rent, diminishing returns, and many others, have* been useful in 
a practical way, and have been strengtluMied rather than dis¬ 
proved. With greater statistical knowledge, and with a truc'r 
social point of view, we will some day revolt from or dev(»lop 
out of Mercantilism. The day of cosmopolitanism is far off, 
but perhaps not much farther than the days of Machiavelli, 
Henry VIII, or Colbert. 

Today, though debate rages on all sides, the dominant note is 
one of understanding, and there is an increasing amount of broad¬ 
minded eclecticism. Nationalists arc less narrow; Socialists are 
revisionistic; the historical group is Icvss negative and more 
tolerant of deduction; the Austrians and Neo-Classicists, more 
careful in recognizing variety of motive and relativity of theory. 
Economists are realizing the interrelation of things; more and 
more the quest for absolute laws of causation is modified by a 

' See Haney, “The Social Point of View in Economics,“ Quar. Jr. o) Econ* 
Vol. XXVIII (1913-1914). 



SUMMARY AND CONCLUSION 


787 


knowledge that, whiles some things are primary and others sec¬ 
ondary, changing economic phenomena react upon one another, 
as do siipi)ly, demand, and price. “ Dynamic forces tend 
toward ^‘static ” ecpiilibria which, however, may change through 
evolution — or, perhaps, through revolution. 

Hand in hand with the increasing distinctness of such branches 
of economics as transport, jmblic finance, money and banking, 
and population, tlie central l)ody of economic principles has 
grown in amount and in unity. At least, inconsistencies are 
moni clearly seen, and differences are better understood. Now, 
as (»ver, policies and programs are at issue, but as these rise 
and fall the science stands. 
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Dubois, P/Vr/.s de rhistoire des doctrinea crouorniques , 

Diehl, K., Theordische Sntiotudokunomie^ Vol. I (1910). 

C’ossA, L., An Iutroduction to the Slwhj of Political Econonvi, 1892. 
Momheht, P., (icschiclite dc.r Sntionalokoywynie, 1927. 

Higgs, 11., Biblmjrnphy of Kcomonics^ 1751-1775 (1935). \'oIiimu.s 
covcrinj 5 other ix3rio(l.s are to be published. 

OxcKE.v, A., Ge.schicldc dcr Xational Okonomie. 

IhiiLLiPOVicH, Grundrifis dcr Politiachen Ockommie, I, § 19, and pp. 377, 
380, 385, 387, etc., of 8th cd. 

Knies, Die Poliliache Okonomie (188.3), pp. 521 fT. 

M'Cullocii, The Idterature of Political Economy, 

(^MJWEs, Goum d'ccomnnie politiyue. 

Revue d'histoire des dortnncfi ironomiques ct sorirdes (discontinued). 

Pa LG RAVE, Diciioluiry of Political Ecotwmy, 

(V)XUAD, Klsteu, et al.f Ifandtcorterhuc/i dcr Stafdswissenschaft, 
Sei.kjma.v, ct (d.y The Encyclopedia of the Social Sciences, 

Dubois’ Pn'ns^ down to 1903, has fairly complete list'^ of books and 
articles dealing with dilTerent writers and phases of the iii'^torv of 
economic thought, drawn from all the principal language^. The Rt oie 
d'histoire is a periodical (now disc(»ntinued) ilevoted to tlu* history of 
economic thought. Besides its valuable articles, it contains biblio¬ 
graphical material. These two French j)ul)licaiions are valuable bib¬ 
liographical aids. Mombert’s bibliographies are extensive. C'ossa’s 
well-known Introductum hardly needs mention. It is a mine of informa¬ 
tion, but only covei*s the years down to 1890. Oncken’s work has a 
valuable classified list of authorities, but as the first volume alone has 
appeared, it only covers the |)eriod through the I’hysiocrats. As a 
brief sketch of the main steps in the development of economic thought, 
together with a statement of the leading sources, the Grundriss of 
Phillipovich and the Natiomdokonomie of Diehl, are serviceable. Knies’ 
Politischc Okenomie, CauwC‘s’ Pours and M‘(^ulloch’s Literature are 
older and of less value. To the various articles on authors, etc., in 
Palgrave’s Dictionary, the Uamhcorterhuch and in the Encyclopedia of 
the Socud ScienceSy will be found apjiended lists of the authors’ works 
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and sources on the subject. The lists of authors’ publications in the 
Handworterhuch are generally but not always complete and very 
valuable. 

Leading Works on the History of Economic Thought 

No attempt will be made to present a complete critical l)ibliography. 
The chief bibliographical sources have been indicated; and, in the 
footnotes, the most important references will generally be found in 
direct connection with the topic in interest. There follow, then, a 
few critical notes concerning the most valuable and available works, 
and a list of other general treatises. 

Bonar, J., Philosophij and Political Economy in Some of Their His¬ 
torical Relations j 1893 (2d ed., 1909). 

This is the onl}^ attempt to ^‘present a view of the relations of 
philosophy and economics through the whole of their history.” 
Begins with Plato and runs through Marx and Darwin. Such 
writers as Bodin, Grotius, Harrington, Hobbes, Locke, Kant, 
Fichte, and Hegel, are included, along with the more prominent 
economists. The thought is not always clear, but the work 
is valuable, and the second edition has useful bibliographical 
notes. 

Boucke, 0. F., The Development of Economics: 1750-1000, 1921. 

This little book is valuable for its analysis of the philo.sophical 
background for interrelations among the principles of Naturalism, 
Utilitarianism, Historism, and Marginism, as found in economic 
thought. 

Cannan, E., a History of the Theories of Prodvxlion ami Distribution 
in English Political Economy from 1770 to IS/fS, 1893 (2d ed., 
1903). 

This acute work is more special and detailed than most of 
the others to be referred to, as is indicated by its title. It is an 
accurate critical analysis of the economics of the Classicists. Con¬ 
siderable attention is given to the formal side: the sub-division 
of the science and the definition of the terms. A confusion among 
different concepts of distribution is indicated. At points the 
author is hypercritical. 

CossA, L., Guida alio studio delV economicn politica, 1876. English 
translation. Introduction to the Study of Political Economy^ 1892. 

This classic work gives a running account of economic writers 
and their works, being remarkably complete from the Middle 
Ages to 1890. The treatment of important writers is too brief, 
and so many are mentioned in so small a compass that proper 
subordination is impossible, but the criticisms are clear, pointed. 
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and, on tho whole, just. It might be called an encyclopedia of 
economic literature. It is written from the point of view of a 
Classical economist. 

Davenpoiit, H. J., Valm ami Dislribution^ a Critical ami Constructive 
Study, 1908. 

In spite of its title, the b(K)k is chiefly critical. It deals mostly 
with recent theory, and is concerned with the pure thef)ry of 
distribution. There are chapters on Smith, Ricardo, Senior, 
Mill, ('airnes. Say, Marshall, Hobsr)n, Clark, and the Austrians. 
No attempt is made, however, to treat the development of eco¬ 
nomic thought as an evolution nor to associate it with environ¬ 
mental conditions. It is not clear, and is difficult reading, but is 
very valual)le for advanced students. 

(jIDE, C'., Hist, C., Ilistoire des doctrines ^conomiques depuis les Physi- 
ocrates jusqu'a nos jours (Hist)ry of Economic Theories from the 
Physiocrats to Our Own Time), 1909. English translation (1915). 

This work has many excellent features. It deals with the 
founders, their adversaries, lil>eralism, the dissenters, and recent 
theori<*s. Out of 781 pages, 292 are devoted to Socialism and 
social n‘form, and 88 more arc given to Sismondi. Aside from the 
Socialists, List is the only German given chief attention. The 
book is well wTitten, and the account of recent theories is en¬ 
lightening. 

Go.vwud, IL, Ifistoirc dcs doctrines economiqiies, 1921. 

Guay, A., The Development of Kconennic Doctrine, 1983. 

A good brief analytic survey of economic thought from the 
Greeks through the Austrian Sch(K>l, clearly expressed and with¬ 
out bias. A minor defect in balance and emphasis is found, for 
example, in the treatment of minor Mercantilists and of Auguste 
Walras (but not I/'on Walnis). The names, Cantillon and util¬ 
itarianism do not appear in the index, and Bentham is but men¬ 
tioned. 

IIoMAN, P. T., Contemporary Economic Thought, 1928. 

While this is not a history of economic thought, its analysis 
of the theories of J. B. Clark, Veblen, Marshall, Hobson, and 
Mitchell is valuable, and deals with background and interrela¬ 
tions. The book concludes with a suggestive appraisal of recent 
trends, in American and English thought. 

Honeggeh, II., Die volkswirtschaftlichen Gedankenstromufigen, Sys- 
teme und Theorien der Gegenwart, 1925. 

Ingram, J. K., A History of Political Economy, 1888. 

This English work covers about the same period as Cossa's 
history, but more space is given to ancient thought. The aim of 
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the book is not to give so exhaustive an account of the literature, 
and a better balancing of material is the result. It is written 
from the point of view of the Historical School, and the author’s 
criticism of Classical methods and theories is not free from l)ias. 
Ingram was an ardent adherent to Comte’s ideas, and thought 
that economics could not be a science except as a part of sociol¬ 
ogy. The criticism of the Classical economists, the accounts of 
Cairnes, ^nd of Ingram’s contemporaries, Leslie and T()ynl)ee, 
and the discussion of the German Historical School, are note¬ 
worthy points. 

Kautz, J., Die geschichtUche Eniwickelung der Naiiomd-Oekonomik iind 
ihrer Literatur^ I860. 

This book deals with both ancient and modern thought. It is 
the best of the older works, but is largely out of date, as a result 
of numerous special investigations. Kautz was a student of 
Roscher’s, and wrote from the standpoint of the Historical School. 
The judgments are not always free from haste, and the style is 
often declamatory. Though rather ponderous and not free from 
inaccuracies, the book may still be consulted with profit. There 
is no index. 

Kleinwachter, F., Der Entwickelungsgajig der Nationalokonomischen 
Wisseiischaft in Deutschlandy 1926. 

Mombert, Geschichte der Natioyudokonomie, 

Oncken, a., Geschichte der National OkonomiCy 1902. (Only the ^‘Erster 
Theil — die Zeit vor Adam Smith” — has appeared.) 

A learned and thorough treatise, fully abreast of recent schol¬ 
arship. It is given to great detail at points, esj^K^cially in dealing 
with the Physiocrats. (Perhaps Turgot is underrated by the 
author.) This is the best work on the period prior to Adam 
Smith. 

Price, L. L., A Short History of Political Economy in Englandy 1890 
(4th ed., 1903). 

This concise little volume begins with Adam Smith and ends 
with Toynbee. The attempt is made to deal mostly with the 
chief English thinkers, and to center attention upon their most 
characteristic thought. Unbiased. 

Roscher, W., Geschichte der Nationalokonomik in Deutschlandy 1874. 

This has long been the standard work on German economic 
thought. It is a very detailed account, yet its substantial accuracy 
has rarely been questioned. The book contains valuable sidelights 
on the economic thought of other nations. 

Schumpeter, J., Epochen der Dogmen- und Methodengeschichte, in part 
one of Grundriss der Sozialokonomiky 1924. 
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Scorr, W. A., The !)evel<j]mient of Economics^ 1933. 

All account of the development of economic principles from 
Mercantilism to recent times, but marred by bias, particularly 
in favor of the Austrian School. Contains virtually no treatment 
of Jevons or Walras, and criticizes Marshall on the basis of his 
second edition. Useful summaries of the doctrines of many econ¬ 
omists are presented, and thought concerning monetary theory is 
treated with relative fiillne.ss. 

Spann, ()., The HUtory of Economics^ 1930 (translated from the nine¬ 
teenth German edition). 

A criti(iiie of economic doctrines from the point of view of the 
author’s “universalisin.’* Stimulating but biased. The discussions 
of Physiocracy, Romanticism, von Thlinen, List, and the theory of 
money, seem most useful. 

Suhanyi-Unger, T., Economics in the Twentieth Century — The History 
of Its Intenmtionol Development^ 1931. (Translated from the Ger¬ 
man, originally published at Jena, 1920.) 

A valuable account of recent economic thinkers and trends in 
Europe and America. rnl)iase<l. Philosophical jxiints of view 
are stres.sed, and Part I, “Philosophical Sources of the Most Re¬ 
cent Economic Tendencies” is es|>ecially valuable. The attempt 
to cla.ssify and appraise some thou.^and recent economists leads 
to a mi.xture of incon.seciuential writers with the more imjxirtant 
thinkers. 

Die Entwickelung cter (Icntschen Volkswirtscfuiftslehre ini neunzehnten 
Jahrhumhrtj 1908. (The development of German economic theory 
in the nineteenth century.) 

This two-volume work consists of a number of essays, mostly 
by German scholars, and was published in honor of Professor 
Schmoller’s seventieth birthday. The history of the theories of 
production, di.stribution, value, rent, wages, interest, jiopulation, 
etc., and of various practical ixilicies, is treated in separate ar¬ 
ticles by such sjiecialists as Le.xis, Diehl, Inama-Sternegg, Bort- 
kiewicz, Phillipovich, etc. There is no index. 

Other histories of economic thought have been written, of which 

the following list presents the most familiar titles. The most useful 

ones are marked with an asterisk(*). 

Bianchini, L., Scienza del ben vivere sociale e della economia de^li static 
1845-1855. 

Blanqui, J. A., Ilistonj of Political Economy in Europe^ 1837 (Amer¬ 
ican translation, 1880, from 4th ed., 1860). 

♦Block, M ., Lc progris de In science ^Conomique depuis Adam Smith, 1897r 
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Bunge, N. C., Literature of Political Economy, 1900 (French transla¬ 
tion from Russian). 

Cohn, G., History of Political Economy, 1894. (In Annals of Amer. 
Acad, of Pol. & Soc. Sci.; translated from System der National- 
okonomie, 1885.) 

Damaschke, a., Geschichte der Nationalokonomie, 1904 (3d ed., 1909). 

The book is written as a ‘'first introduction'^ to the subject. 
Of its 417 loosely printed pages, 155 are given to chapters on 
Communism, The Anarchists, and Land Reform; and no men¬ 
tion is made of the Austrian School. Social reform, rather than 
economic theory, is emphasized. List's importance is stressed. 

*Denis, L'histoire des systcmes economiques ct socialistcs, 1904 1907. 
2 vols. Physiocrats to Wm. Thompson; several diagrams and 
facsimiles. 

♦Dubois, Precis de Vhistoire des doctrines 6conomiques, 1903. Vol. I, 
Uepoche anlerieure au physiocrates. 

Duhring, E., Kritische Geschichte der Nationalokonomie und des 
Sodalismus, 1871 (4th ed., lf)00). Duhring was a follower of Carey. 
He was unduly harsh in criticizing writers to whom he was opposed. 

*Eisenhart, H., Geschichte der Nationalokonomik, 1881; 2d ed., 1891. 
Ingram styles this work a “vigorous and original sketch." The 
writer has not found it so useful or readable as might be inferred. 

♦Espinas, a., Ilistoire des doctrines economiques, 1892. 

Fridrichowicz, E., Grundriss einer Geschichte der Volkswirischafis- 
lehre, 1912. Of some value as a catalogue of authors; but contains 
inaccuracies. 

♦Horn, J. E., Ueconomie politique avant les physiocrates, 1807. 

Laspeyres, E., Geschichte der Volkswirtschaftlichen Anschauungen der 
Niederlander und Hirer Litteratur zur Zeit der Repufdik, 1805. 

MacLeod, H. D., The History of Economics, 1890 (the author’s peculiar 
ideas somewhat illustrated from history. Not a history of eco¬ 
nomics). 

♦McCulloch, J. R., The Literature of Political Economy, 1845. 

Nys, E., Researches in the History of Economics, 

♦Rambaud, j., Ilistoire des doctrines economiques, 1898 (2d ed., 1902). 

Roscher, Wm., Zur Geschichte der englischen Volkswirtschaftslehre. 
1851-1852. 

♦ScHEEL. H. voN, Article on History of Political Economy in Schon- 
berg's Handbuch der Politischen Oekonomie, 

ScHELLE, G., HEconomic politique et les economistes, 1917. A sketch of 
the nature and history of economics from the point of view of 
French Liberalism. Much attention is given to various kinds of So¬ 
cialism. Contains a chapter on Turgot. 
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SchOllkr, R., Die klassischc Xationalokonomie nnd ihre Cegner^ 1895. 
*Twiss, T., View of the Progress of Political Economy in Europe since 
the Sixteenth dentury, 1847. 

Villknkuvk-Hauokmont, a. de, Ilistoire de Vecommie politique, ou 
id tides historiques, philosophiques et religieuses sur Veeonomie 
politique dis pcuples anciens et modernes, 1841. 

From the vast field of .sjjccial monographs, only a few will be men¬ 
tioned. Kspecially noteworthy i.s the group of studies in the history of 
value theories: — 

Sewall, H. R., The 'Theory of Value before Adam Smith, 1901 (Amer¬ 
ican lOconomic Association Ihihlication). 

ZucKKHiiANDL, R., Zur Theoric des Prcises, 1889. 

Kaulla, Die geschiehiliche Enfmckelung der modernen Werth-theorien, 
190(3. 

Rost, R., Die RVr/- uvd Preistheorie mit Berncksichtigung ihrer dog- 
mcngeschichttiehen Entinckelung, 1908. 

Whitaker, A. C.\, History and ('riticism of the Labor Theory of Value 
in English Political Economtf, Columbia University Studies, 

Voi. xix. 

Bohm-Hawork’s Papital and Interest is among the most valuable 
critical (‘xaininations of the history of economic theory, primarily for 
interest th(M)ries and secondarily for the theory of value; but one must 
remember that the author is a leader of the Austrian School. 

Taussig’s Wages and ('apital contains 193 pages devoted to the 
history of the theory of wages and contains much intere.sting analy.sis. 

A. S. Johnson’s Rent in Modern Ecorwmic Theory, 1902 (.American 
Kconomic Association Publication), is a scholarly discus.sion of the 
place of land in distribution which contains useful historical analysis. 

Such sjKicial works a.s Higgs’ The Physiocrats, Small’s The Cameralists 
(1909), and the translation of Schmoller’s Merkantihsmus uiul seine 
historischc Bedeutuny (1 economic Cla.ssics series), till a valuable place 
‘n the student’s bibliography. 
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082, 778. 

Prices, 99f., 104, 115, 258, 459f., 534. 

Production, 05. 183, 204; Factors of, 
135f., 174,045,099 {sec also Labor, 
and Land); R(4ative im|)ortance 
in Economics, 184, 214f., 350,392. 

Productive and non-productive 
classes, 13ef., 183, 187, 195, 200, 
210, 273. 316, 354, 418, 453£f. 


Produit netf 182ff., 188, 200, 388. 

Profits, 225f., 302ff., 455f., 460f., 
503ff., 048, 717, 782f. 

ProjK-Tty, Private: Basis of, 180, 
434f., 403, 407; Economic thought 
and, 74, 93, 427, 429, 434f., 439, 
075. 

Protection and tariffs, 151, 315, 338, 
372, 419f., 423, 701. 715. 

Psychological School, 586, 607. 

Q 

Quasi-rent, 047f 

Quietism, 77f. 

R 

Re rusticOf Scriptores de, 80, 86f. 

R<*formation, 34, 91. 

Regalia, 150, 10 Iff. 

Regulation: Of everyday life, 41, 51, 
59; Of industry and commerce, 45, 
54, 59, 82f., 105, 123ff., 127, 146f., 
310. 

Relativity, 0, 211, 533, 538, 542f. 

Religion, Economic thought and, 
50, 128f., 409 (sre also Bible, and 
Theology')- 

Renai.ssance, 34, 114, 784. 

Rent, 135, 182, 205, 226f., 271f., 
292ff., 322ff., 334, 365f., 453f., 
484f., 525ff., 504, 047, 693, 695. 

Repn'S('ntative firm, 046, 654. 

Residual claimant, 303, 300, 774, 
783. 

Risk, 225, 304, 564, 731, 782. 

Roman economic thought, 73ff., 93, 
234. 

Roman (or Civil) law, 93, 163f., 436, 
769. 

Romanticism, 405f., 423, 671. 

S 

Saint-Simonians, 427f., 446. 

Savings and capital, 503, 556. 

Scarcity and value, 185, 286, 344, 
451 (see also Demand and Supply). 

Scholasticism, 92, 97f. 

Second International, 496. 
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Self-interest, 62, 140, 200, 208, 210, 
212f., 230f., 373, 385, 469. 

Single tax, 192, 719. 

Slavery, 80, 94, 96. 

Social Democratic Party, 497. 

Social organism (sec Organism). 
Social point of view in Economics, 
20, 53, 58f., 358, 384f., 732. 
Socialism: Agrarian, 192n., 502; 
Christian, 54, 670f., 700f., 712; 
Professorial, 668, 706, 710; Re¬ 
visionist, 496f.; State, 479, 480ff., 

670, 685; Relation to Economics: 
reaction ui)on Economics, 360, 
438f., 462f., 480, 500ff., 521, 581, 
670; Misinterpretation of econo¬ 
mists, 224, 495f.; History of So¬ 
cialistic ideas, 54, 399, 425ff., 
479ff., 668f., 761. 

Society, Concept of (sec also under 
Organism), 19f., 53, 58f., 385f., 
420, 505, 543. 

Sociology, and Economics, 5f., 638, 

671, 673, 682, 684, 685, 692, 708, 
709, 764, 780. 

Solidaritc% 710. 

Sophists, 12. 

Stages, Industrial, 26, 415, 418f., 
440, 482, 488, 543, 745f. 

State, Origin of, 56f.; Importance of, 
58f., 117f., 408, 501, 669, 694. 
Static vs. dynamic, 693, 726, 727, 
774, 783. 

Stationary state, 255, 460. 

Statistics, 21n., 112, 259n., 311, 
. 598n., 665, 703n. 

Stoics, 74f., 77f., 208. 

Subjectivism and subjective point 
of view, 349, 354, 582f., 607ff., 
629f., 667, 756f., 764f., 777. 
Subsistence, Minimum of, 268, 299. 
Supply (see also Demand and 
Su[)ply), 209, 344f., 451, 597f. 
‘SSupply price,” 642, 6.54f. 

Surplus, Consumers’, 696, 776. 
Surplus value, 182, 306, 368, 432, 
435, 484, 490f., 493, 698, 773f. 
Syndicalism, 497, 712. 


T 

Tableau fjconomiqucy 187ff. 

Tariffs (m? Protection). 

Taxation, 103, 116, 137, 160, 163, 
173, 191f., 195, 210, 228, (>23, 665, 
681, 699. 

Technocracy, 751, 752. 

Theological stage, Comte’s, 26, 39. 

Theology and lOeonomies, 2(), 40, 
98, 178, 199, 2S0, 321, 409 (see 
also Socialism, Chri.stian). 

Time, Interest and, 31(), 516, 620, 
729. 

Tim(‘ ])eriods in economic theory, 
248, 520, 643, 652, 653, (>51. 

Towns and economic thought, 10If. 

“Treasure,” Iin|H)rtance of, 119f. 

U 

Unearned incnanent, 4()7, 502, 774. 

United State's {see Ame'rica). 

Universahsm, (>71, 784 {sec also 
Spann in Index of Name's). 

Universitie's anel Kce)ne)inics, 1 19. 
156, (‘>91, 707, 718. 

Usury, llff., 66, 7(>, 97, lOIf., 132f. 

Utihtariani.''rn, Hi, 209, 233, 235, 
217 53, 307f., 145f., 162, 170f., 
531, 623f., 692, (>94, 757, 759. 

Utility, 11, 81, 82, 1(X), 128, I31f., 
184, 217, 218f., 311, 320, 332, 357, 
470, 48^3, 500, 503, 594f.; Dimin- 
i.shing utility, 248, 34(>, 581, 582, 
590; Marginal (see Marginal Util¬ 
ity). 

Utopists, 114, 426f. 

V 

Value: Cost and, 82, 96f., 99, 186f., 
218, 345, 514, 597f., 6Uff., 618, 
642, 644; Exchange value, 65, 
129f., 131f., 184f., 217f., 513-19. 
692; In international trade, 307, 
458, 693; Intrinsic and extrinsic, 
128, 129, 13If.; Labor-cost theory, 
130f., 218, 287f., 436, 489i*., 566f., 
597, 614; Measure of, 219-21, 273, 
290, 611; Normal, 130, 132, 286, 
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451 f., ()43; Philosophy and, 10, 
490f.; Sc'rvico fhoory, 332f., 51/); 
Suhj<*ctiv(‘, 10, 12<S, 132, 5S7ff., 
007flf., 015f. (rf. Suhjoctivisin); 
Utility and, 131 f., 184, 180, 209, 
211, 217, 280, 311, 332, 357, 492, 
550f., 587ff., 007fT., 028, 095, 725, 
733 (of. Utility). 

ValiK*, History of th(‘ory of: Aii.s- 
tnan School, 0)0711.; Ihi.stiat, 332f.; 
(.'airiK'.s, 089; (?ar<*v, 320; (Icr- 
inan, ri'Ciait, 005f., 007, 072; 
(Irrck, 05; Jcvons, 5%f.; l.audcr- 
dah*, 550f.; Marx, 489f.; McL<‘od, 
510f.; Mercantilists, TiSlT,; Mill, 
.1. S., 150fT.; Physiocrats, 1S41T.; 
Ricardo, 28t)lT.; Roman, 81 f.; 
Sav, 357; Schola^'tics, <)0f., 99f.; 
Sianor, 31 If.; Smith, .Vdarn, 
217fT.; Thiinen, von, 307. 

Veretn fur Social polxiiky 540,008,722. 


W 

VVaKcs, 135, 189f., 223f., 220, 299ff., 
348, 3071T., 454f.; Suhsi.stence and, 
HK), 223, 299, 370, 480, 481, 485. 
040f. 

VVafrcs-Kund, 224, 301, 311, 348, 
354, 454f., 48:i, 535, 5G2f., 570ff. 
Wants, ImiK)rtancc of, 15, 58, 04 
82, KK), 130, 208, 134, 457, 008, 
Ind(*finit(* i xpan.'^ihility, 15, 3-i4, 
390, 771. 

Warfare, Chant'i'S in method of, and 

Economics, 118 . 

Wealth: Attitude towards, 52, 08, 
77, 9t), 417; Inequalities in, 08, 
173, 429, 400, 402, 481, 008f.; 
Natuie of, 119f., 100, 173, 171, 
18.3f., 290f., 317, 357, 38If., 392 
150, 520, 599, 781. 

Welfare Economics, 097, 698f., 73C 
700, 778. 
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